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LETTER  OF  TRANSMITTAL 


The  White  House, 

January  28,  1954. 

To  the  Congress  of  the  United  States: 

I  am  herewith  presenting  my  Economic  Ref>ort,  as  required  by  Section 
3  (a)  of  the  Employment  Act  of  1946. 

In  preparing  this  Rcjjort,  I  have  had  the  assistance  and  advice  of  the 
Council  of  Economic  Advisers.  I  have  also  had  the  advice  of  the  heads  of 
executive  departments  and  independent  agencies. 

I  present  below,  largely  in  the  words  of  the  Report  itself,  what  I  consider 
to  be  its  highlights. 

I  Our  Objectives 

A  great  opportunity  lies  before  the  American  people.  Our  approach  to 
a  jxjsition  of  military  preparedness  now  makes  it  possible  for  the  United 
States  to  turn  more  of  its  attention  to  a  sustained  improvement  of  national 
living  standards. 

Our  economic  goal  is  an  increasing  national  income,  shared  equitably 
among  those  who  contribute  to  its  growth,  and  achieved  in  dollars  of  stable 
buying  power. 

Sustained  economic  growth  is  necessary  to  the  welfare  and,  indeed,  to  the 
survival  of  America  and  the  free  world. 

Although  American  living  standards  on  the  average  are  now  higher  than 
ever,  there  are  certain  groups  whose  consumption  is  much  less  than  it  should 
be.  We  can  in  our  lifetime  go  far  toward  eliminating  substandard  living. 

I  A  steadily  rising  national  income  is  the  best  assurance  of  harmonious 

I  social  and  economic  adjustments.  There  can  be  no  lasting  harmony  in  a 

(nation  in  which  competing  groups  and  interests  seek  to  divide  a  constant 
or  shrinking  national  output. 

Role  of  Government 

The  demands  of  modem  life  and  the  unsettled  status  of  the  world  require 
a  more  important  role  for  Government  than  it  played  in  earlier  and  quieter 
times. 

It  is  Government’s  responsibility  in  a  free  society  to  create  an  environ¬ 
ment  in  which  individual  enterprise  can  work  constructively  to  serve  the 
^  ends  of  economic  progress ;  to  encourage  thrift ;  and  to  extend  and  strengthen 

j  economic  ties  with  the  rest  of  the  world. 

j  To  help  build  a  floor  over  the  pit  of  personal  disaster.  Government  must 

I  concern  itself  with  the  health,  security  and  welfare  of  the  individual  citizen. 
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Government  must  remain  alert  to  the  social  dangers  of  monop)oly  and 
must  continue  vigorous  enforcement  of  the  anti-trust  laws. 

Government  must  use  its  vast  power  to  help  maintain  employment  and 
purchasing  power  as  well  as  to  maintain  reasonably  stable  prices. 

Government  must  be  alert  and  sensitive  to  economic  developments,  in¬ 
cluding  its  own  myriad  activities.  It  must  be  prepared  to  take  preventive 
as  well  as  remedial  action ;  and  it  must  be  ready  to  cope  with  new  situations 
that  may  arise.  This  is  not  a  start-and-stop  responsibility,  but  a  continuous 
one. 

The  arsenal  of  weapons  at  the  disposal  of  Government  for  maintaining 
economic  stability  is  formidable.  It  includes  credit  controls  administered 
by  the  Federal  Reserve  System;  the  debt  management  policies  of  the  Treas¬ 
ury;  authority  of  the  President  to  vary  the  terms  of  mortgages  carrying 
Federal  insurance;  flexibility  in  administration  of  the  budget;  agricultural 
supports;  modification  of  the  tax  structure;  and  public  works.  We  shall  not 
hesitate  to  use  any  or  all  of  these  weapons  as  the  situation  may  require. 

The  Current  Situation 

The  year  just  closed  was  very  prosperous  with  record  output,  widely  dis¬ 
tributed  incomes,  very  little  unemployment,  and  prices  stable  on  the  average. 

In  the  second  half  of  the  year  there  w'as  a  slight  contraction  in  business 
leading  to  unemployment  in  some  localities.  This  was  due  mainly  to  a 
decline  in  spending  by  businesses  for  additions  to  inventory.  Other  cate¬ 
gories  of  spending,  notably  retail  sales,  have  been  well  sustained. 

Our  economic  growth  is  likely  to  be  resumed  during  the  year,  especially  if 
the  Congress  strengthens  the  economic  environment  by  translating  into 
action  the  Administration’s  far-reaching  program. 

Basis  for  Confidence 

The  removal  of  wage  and  price  controls,  the  stopping  of  price  inflation, 
the  development  of  new  products  available  to  consumers,  and  the  improved 
economic  condition  of  the  nations  of  the  free  world  constitute  an  unusual 
combination  of  favorable  factors  for  the  future. 

While  Federal  expenditures  were  being  cut  in  many  directions  during 
the  past  year,  outlays  on  research  and  development  grew  and  came  to 
2J4  billion  dollars  out  of  a  total  national  expenditure  on  research  of  4 
billion  dollars.  Research  has  already  ^ven  us  many  new  industries  and 
products,  including  atomic  energy,  radioactive  isotopes,  electronics,  heli¬ 
copters,  jet  engines,  titanium  and  heat  resistant  materials,  plastics,  synthetic 
fibers,  soil  conditioners,  and  many  others.  Outlays  on  the  building  of  new 
knowledge  must  continue  since  they  are  our  surest  promise  of  expanding 
economic  opportunities. 

Because  of  billions  of  dollars  of  savings  in  Government  spending  made 
in  this  Administration’s  first  year,  major  tax  cuts  went  into  effect  on  Janu¬ 
ary  1.  More  than  5  billion  dollars  of  tax  savings  are  now  being  left  with  the 
American  people  to  increase  their  purchasing  power  this  year.  More  will 


be  released  to  taxpayers  as  rapidly  as  additional  savings  in  Government 
expenses  are  in  sight. 

Also  favorable  to  the  maintenance  of  high  consumer  expenditures  grow¬ 
ing  out  of  high  personal  incomes  is  our  wide  diffusion  of  wealth  and  in¬ 
comes  and  the  strong  urge  of  Americans  to  improve  their  living  standards. 

Expenditure  plans  of  American  business  for  plant  and  equipment  con¬ 
stitute  a  powerful  support  for  economic  activity. 

Despite  the  record  volume  of  home  building  in  recent  years,  there  is  still 
a  good  market  for  housing  in  this  country.  Vacancies  in  our  cities,  with 
few  exceptions,  are  below  the  level  necessary  for  a  healthy  competitive 
market. 

A  continued  rise  in  State  and  local  expenditures  may  be  expected.  There 
is  still,  in  most  parts  of  the  country,  a  vast  backlog  of  needed  schools,  high¬ 
ways,  hospitals,  and  sewer,  water  and  other  facilities.  Federal  expenditures 
will  remain  a  significant  sustaining  factor  in  the  economy. 

Our  financial  institutions  are  fully  capable  of  meeting  all  reasonable 
credit  demands  and  are  in  condition  to  withstand  successfully  any  strains 
to  which  they  may  be  exposed. 

Measures  to  Strengthen  the  Economy 

To  protect  and  promote  economic  stability  we  should  take  bold  steps — by 
modernizing  unemployment  insurance;  by  broadening  the  base  and  benefits 
of  old-age  insurance;  by  permitting  a  longer  “carry-back”  of  losses  for  tax 
purposes;  by  granting  broad  discretionary  authority  to  the  Executive  to 
alter,  within  limits  and  appropriate  to  changing  circumstances,  the  terms 
of  govemmentally  insured  loans  and  mortgages;  by  establishing  a  secondary 
home  mortgage  market;  and  by  making  improvements  in  the  planning  of 
public  works  programs. 

To  stimulate  the  expansive  power  of  individual  enterprise  we  should 
take  action — by  revising  the  tax  laws  so  as  to  increase  incentives  and  to 
remove  certain  impediments  to  enterprise,  especially  of  small  business;  by 
improving  credit  facilities  for  home  building,  modernization,  and  urban 
rehabilitation;  by  strengthening  the  highway  system;  and  by  facilitating  the 
adjustments  of  agriculture  to  current  conditions  of  demand  and  technology. 

Conclusion 

Employment  in  January,  1954,  is  somewhat  lower  than  in  January, 
1953.  There  seems  to  be  a  connection  between  this  fact  and  the  fact  that 
in  January,  1953,  we  were  still  fighting  in  Korea  and  are  not  doing  so 
today.  We  can  make  the  transition  to  a  period  of  reduced  mobilization 
without  serious  interruption  in  our  economic  growth.  We  can  have  in  this 
country  and  in  the  free  world  a  prosperity  based  on  peace. 

There  is  much  that  justifies  confidence  in  the  future.  The  Government 
will  do  its  full  part  to  help  realize  the  promise  of  that  future  in  its  program 
to  encourage  an  expanding  and  dynamic  economy. 

Dwight  D.  Eisenhower 
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Chapter  1 

Role  of  Government  in  Economic  Progress 

A  GREAT  OPPORTUNITY  lies  before  the  American  people.  The 
United  States  is  in  a  position  immediately  to  undertake  a  sustained 
improvement  in  national  living  standards.  During  World  War  II  the 
needs  of  the  military  services  and  the  contributions  that  this  Nation  made 
to  the  military  cfTorts  of  its  allies  naturally  took  precedence  over  all  other 
claims  on  the  economy.  The  years  that  followed  the  war  were  devoted, 
in  the  main,  to  meeting  demands  that  had  been  postponed  during  the 
conflict  and  the  preceding  years  of  depression.  The  war  in  Korea  once 
more  assigned  first  priority  to  military  needs.  Today,  and  we  believe  to¬ 
morrow,  this  emphasis  is  no  longer  as  pressing.  Our  approach  to  a  position 
of  military  preparedness  now  makes  it  possible  to  turn  the  productive  poten¬ 
tialities  of  the  economy  increasingly  to  peaceful  purposes.  This  is  a  welcome 
opportunity.  To  help  our  people  seize  it,  the  Federal  Government  must 
continue  to  meet  successfully  the  challenging  problems  of  economic  transition 
from  war  and  inflation  to  peace  and  monetary  stability. 

Our  economic  goal  is  an  increasing  national  income,  shared  equitably 
among  those  who  contribute  to  its  growth,  and  realized  in  dollars  of  stable 
buying  power.  To  achieve  this  goal,  the  dynamic  forces  of  our  society 
must  be  fully  released.  Accordingly,  Government  programs  must  be  de¬ 
signed  to  help  maintain  reasonable  stability  during  periods  of  readjust¬ 
ment  and  to  encourage  long-term  growth.  The  mandate  of  the  Congress  as 
set  forth  in  the  Employment  Act  must  always  be  kept  before  us:  “To  pro¬ 
mote  ma.\imum  employment,  production  and  purchasing  power  ...  in 
a  manner  calculated  to  foster  and  promote  competitive  enterprise  and 
the  general  welfare.”  This  Report  sets  forth  the  main  lines  along  which 
the  Federal  Government  proposes  to  move  toward  these  ends. 

The  Importance  op  Progress 

A  high  and  sustained  rate  of  economic  growth  is  necessary  to  the  wel¬ 
fare,  if  not  to  the  survival,  of  America  and  the  free  world.  The  United 
States  is  now  engaged,  and  must  be  for  some  time  to  come,  in  an  effort  to 
build  security  forces  adequate  to  deter  and  to  strike  back  at  a^ession. 
These  security-building  efforts,  and  the  parallel  efforts  to  raise  the  defense 
potentials  and  the  living  standards  of  friendly  peoples  in  other  countries, 
are  as  much  dependent  on  our  industrial  production  as  is  the  conduct  of 
war  itself.  Success  in  them  will  depend  in  large  part  on  the  amount  by 
which  our  national  output  is  increased. 
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Economic  progress  offers  more  than  security  against  aggression.  An 
increasing  national  income,  with  the  purchasing  power  of  the  dollar  main¬ 
tained  at  a  steady  level,  will  make  it  easier  to  move  against  substandard 
living.  American  living  standards,  on  the  average,  are  higher  today  than 
ever  before,  and  the  diffusion  of  prosperity  is  wider.  Yet  for  certain 
groups  consumption  is  much  below  the  level  it  should  reach.  The  elimi¬ 
nation  of  substandard  living  is  a  goal  that  can  be  approximated  within 
the  lifetime  of  many  of  us,  if  the  economy  continues  to  grow  rapidly. 

The  prospect  of  a  steadily  rising  standard  of  living  is,  furthermore,  the 
best  assurance  of  harmonious  social  and  economic  adjustments.  There  can 
be  no  real  and  lasting  harmony  in  a  nation  in  which  competing  groups  and 
interests  seek  to  divide  a  constant,  or  a  shrinking,  national  output.  A  gen¬ 
eral  improvement  in  incomes  makes  it  easier  to  reconcile  conflicting  claims, 
releasing  everyone’s  efforts  to  constructive  ends. 

For  all  these  reasons,  it  is  essential  that  measures  be  taken  by  the  Gov- 
errunent  to  promote  economic  progress.  In  order  to  move  effectively, 
however,  it  is  necessary  to  have  clearly  in  mind  the  conditions  on  which 
rapid  progress  in  our  own  country  and  age  depends. 

Conditions  of  Progress 

There  is,  of  course,  no  formula  that  will  guarantee  economic  progress. 
Progress  is,  to  a  very  considerable  degree,  the  product  of  a  people’s  culture 
or  “way  of  life,”  which  includes  such  intangible  and  spiritual  qualities  as 
their  religious  ideals,  belief  in  personal  dignity,  faith  in  self-improvement, 
capacity  for  cooperation,  and  receptiveness  to  change.  Progress  can  be 
nurtured  by  wise  public  policy,  just  as  it  can  be  impeded  by  careless  or 
shortsighted  policy.  Above  all  things,  public  policy  should  recognize  that 
the  atmosphere  in  which  people  pursue  their  productive  activities  is  as 
important  to  progress  as  the  physical  resources  that  they  employ. 

Individual  freedom 

Our  history  provides  abundant  proof  that  a  basic  condition  of  economic 
progress  is  an  environment  in  which  the  individual  can,  within  wide  limits, 
pursue  his  interests  according  to  his  own  lights.  American  culture  is  an 
expression  of  economic  as  well  as  political  freedom,  and  of  the  interde¬ 
pendence  of  the  two.  Traditionally,  our  Government  has  sought  to  create 
and  maintain  a  democracy  of  opportunity  in  which  individuals  have  the 
general  freedom  and  the  specific  opportunities  to  work,  to  spend,  to  save, 
and  to  invest,  and  the  incentive  to  pursue  these  opportunities  to  the  fullest 
extent. 

This  concept  of  the  role  of  Government  has  not  been  made  obsolete  by 
the  events  of  the  last  few  decades.  Two  world  wars  and  a  world -wide 
depression  brought  a  continued  broadening  of  the  scope  of  governmental 
activities,  but  this  fact  does  not  justify  the  oft-made  assumption  that  the 
range  of  Federal  activities  must  continue  to  grow. 
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Adequate  incentives 

It  must  be  recognized,  however,  that  the  demands  of  modem  life  and 
the  unsettled  state  of  the  world  require  a  much  larger  role  for  Government 
and  a  much  higher  level  of  taxation  than  suited  earlier  generations.  For 
this  very  reason,  Government  must  exercise  great  care  to  shape  its  policies 
so  as  to  strengthen  economic  incentives,  rather  than  to  chill  or  frustrate 
them,  as  has  happened  so  often  in  the  world’s  history.  Reasonable  assur¬ 
ance  must  be  given  that  efforts  will  be  fairly  rewarded.  The  wage  earner 
must  know  that  greater  exertion,  and  improvements  in  his  skill  and  capacity, 
will  earn  him  more  pay.  The  saver  must  be  assured  of  a  fair  return  for 
contributing  capital  to  the  productive  process.  Equally,  the  risk-taking 
investor  must  have  an  assurance  of  adequate  rewards  for  successful  ven¬ 
tures.  In  a  society  which  fails  to  provide  these  assurances,  the  urge  to 
greater  effort  is  enfeebled,  capital  does  not  grow  rapidly,  and  the  economy 
may  stagnate. 

Effective  competition 

Open  markets  and  effective  competition  are  the  means  of  channeling 
productive  efforts  toward  social  purposes  in  a  private  enterprise  system. 
Markets  must  be  kept  free  from  restraints  that  discourage  the  innovator 
for  the  benefit  of  established  firms  or  products.  Open  markets  provide 
ladders  of  opportunity  up  which  the  newcomer  may  climb.  Competition 
must  be  allowed  to  perform  its  traditional  role  of  regulator  and  energizer, 
to  direct  our  economic  resources  into  those  lines  which  most  accurately 
meet  the  needs  or  tastes  of  consumers.  This  role  of  competitive  markets 
is  as  basic  to  the  proper  functioning  of  our  economic  order  as  the  secret 
ballot  is  to  our  political  democracy.  Government  has  a  vital  responsibility 
in  this  area,  immensely  complicated  by  large  aggregations  of  capital  under 
single  management  and  large  organizations  of  labor. 

But  it  is  clear  that  size  alone  does  not  preclude  effective  competition. 
Cases  abound  in  which  competition  among  large  firms  turning  out  similar 
products,  seeking  steadily  to  improve  them  or  to  reduce  the  cost  of  making 
them,  has  speeded  technical  progress  and  price  reduction  to  the  consumer. 
Government  must  nevertheless  remain  alert  to  the  dangers  of  monopoly, 
and  it  must  continue  to  challenge  through  the  antitrust  laws  any  out¬ 
cropping  of  monopoly  power.  It  must  practice  vigilance  constantly  to 
preserve  and  strengthen  competition. 

Savings  and  capital  formation 

Another  condition  of  economic  progress  in  our  society  is  an  ample 
supply  of  savings,  for  on  this  depends  the  growth  of  real  capital.  It  is 
essential  that  economic  policy  give  encouragement  to  thrift.  There  is  no 
place  for  a  fear  of  thrift  in  a  dynamic  economy.  Perhaps  no  greater  con¬ 
tribution  can  be  made  by  Government  to  the  encouragement  of  thrift,  and 
thus  to  growth  of  the  stock  of  capital,  than  to  provide  assurance  that  a 
dollar  saved  today  will  not  go  to  waste  through  inflation  of  prices  tomorrow. 
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Also  required  is  a  supply  of  money  in  keeping  with  the  increase  in  the 
physical  volume  of  production  and  trade.  Such  a  growing  money  supply 
is  necessary  to  prevent  the  development  of  deflationary  pressures,  to  main¬ 
tain  equity  values,  and  to  keep  the  purchasing  power  of  the  dollar  reason¬ 
ably  stable. 

But  savings  will  go  to  waste,  from  the  viewpoint  of  society,  unless  they 
are  readily  transformed  into  productive  investment.  This  means  that  the 
economy  must  have  an  efficient,  competitive  financial  system,  capable  of 
channeling  funds — risk  capital  as  well  as  borrowed  funds — into  those  lines 
in  which  they  appear  likely  to  be  most  productive. 

Research  and  development 

A  fundamental  condition  of  economic  progress  is  a  growing  fund  of 
scientific  and  technological  knowledge.  From  such  knowledge  come  op¬ 
portunities  for  investment  and  new  industries,  based  upon  the  development 
of  new  materials  and  products,  more  efficient  processes,  and  the  improve¬ 
ment  of  old  products.  Scientific  research  and  development  have  created 
an  almost  endless  roster  of  new  industries  and  products,  including  atomic 
energy,  radioactive  isotopes,  electronics,  helicopters,  jet  engines,  titanium 
and  heat  resistant  materials,  plastics,  synthetic  fibers,  soil  conditioners, 
hybrid  seeds,  and  a  host  of  others.  During  1953  the  outlays  on  scientific 
research  and  development  by  industry,  institutions  of  learning,  nonprofit 
foundations,  and  Government  rose  to  the  total  of  about  4  billion  dollars. 
Progressive  public  policy  requires  that  these  activities  be  given  strong  en¬ 
couragement. 

Maintenance  of  economic  stability 

Under  a  competitive  enterprise  system,  which  gives  freedom  to  individual 
initiative  and  eneouragement  to  technological  change  and  innovation,  the 
economy  cannot,  of  course,  be  absolutely  stable.  Inevitably,  economic 
progress  is  to  some  degree  uneven.  Even  when  the  economy  as  a  whole 
advances,  some  industries  go  ahead  more  rapidly  than  others,  and  some 
may  decline.  The  practical  importance  of  this  fact  for  public  policy  is 
that  it  indicates  a  need  for  fluidity  and  resilience  in  the  economic  system. 
The  desirable  goal  of  stability  in  the  general  level  of  prices  must  not  be 
interpreted  to  mean  that  every  individual  price  should  remain  constant. 
On  the  contrary,  it  is  essential  to  economic  progress  that  individual  prices 
be  flexible,  so  that  resources  may  be  shifted  from  uses  in  which  rewards  of 
labor,  management,  and  capital  are  low  to  uses  in  which  rewards  are  high. 
Industries  benefiting  from  advances  in  technology  or  shifts  in  demand  will 
offer  expanding  opportunities  for  employment,  while  others  that  have  lost 
favor  with  the  public  will  provide  fewer  jobs.  The  prop>er  role  of  Gov¬ 
ernment  is  not  to  resist  adjustment  to  change,  but  rather  to  foster  con¬ 
ditions  under  which  adjustment  can  be  accomplished  with  a  minimum  of 
hardship  or  difficulty. 
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The  most  important  of  the  conditions  favorable  to  effective  adjustment 
is  a  reasonable  measure  of  stability  in  the  over-all  level  of  employment  and 
incomes.  Letdowns  in  industrial  activity  were  not  so  intolerable  a  bar  to 
economic  progress  as  long  as  a  large  and  expanding  agriculture  offered 
temporary  refuge  to  the  unemployed.  But  agriculture  today  forms  a  smaller 
part  of  the  total  economy  and,  having  become  more  commercialized,  is  also 
subject  to  the  movement  of  business  in  general.  As  a  result  of  the  catastro¬ 
phic  depression  of  the  thirties,  minor  dips  in  the  curve  of  business,  such  as  an 
earlier  generation  passed  by  without  notice,  now  cause  concern  in  our  shops 
and  homes.  Unless  the  Government  is  prepared  and  willing  to  use  its  vast 
powers  to  help  maintain  employment  and  purchasing  power,  even  a  minor 
readjustment  may  be  converted  into  a  spiralling  contraction.  Recognizing 
the  changed  character  of  our  age,  its  anxiety  about  business  fluctuations, 
and  the  political  as  well  as  economic  difficulties  that  would  come  to  the 
American  people  through  a  business  depression,  both  parties  wisely  united 
in  the  Congress  to  enact  the  Employment  Act  of  1946,  which  pledged  the 
Federal  Government  to  use  its  power  to  help  keep  the  economy  on  an  even 
keel. 

Floor  of  individual  security 

Still  another  condition  of  economic  progress  in  our  times  is  a  floor  of  secu¬ 
rity  for  the  individual,  and  it  is  incumbent  on  Government  to  help  to  estab¬ 
lish  it.  A  dynamic,  urbanized  economy  poses  numerous  hazards  for  the 
individual.  No  longer  is  free  land  on  the  Western  frontier  available  to 
those  who  want  to  make  a  fresh  start.  The  spread  of  private  pension  and 
insurance  plans  and  social  security  programs  in  recent  years  has  strength¬ 
ened  the  forces  of  economic  growth  by  helping  to  relieve  individuals  from 
the  anxieties  attaching  to  sickness,  accident,  unemployment,  and  old  age. 
A  further  strengthening  of  social  insurance  is  highly  desirable.  Yet  it  must 
be  kept  in  mind  that  the  individual  has  a  responsibility  to  provide,  as  far  as 
he  can,  for  his  own  security,  and  that  Government  can  make  its  greatest 
contribution  to  the  welfare  of  individuals  by  fostering  improvements  in 
their  productivity. 

World  community  of  free  nations 

Finally,  it  must  be  noted  that  economic  progress  in  our  country  is  tied 
closely  to  the  progress  of  the  rest  of  the  world.  The  world  is  no  less  inter¬ 
dependent  economically  than  politically.  Just  as  Americans  have  no 
chance  to  enjoy  security  from  aggression  while  aggression  is  being  com¬ 
mitted  against  other  free  nations,  so  also  they  cannot  make  maximum  prog¬ 
ress  if  other  nations  suffer  economic  stagnation  or  decline.  A  program  for 
promoting  economic  progress  in  America  must  therefore  provide  for  an 
extension  and  strengthening  of  economic  tics  with  the  rest  of  the  world. 
An  accelerated  flow  of  goods  and  of  capital  across  national  boundaries 
would  contribute  to  economic  progress  everywhere. 
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The  Tasks  Ahead 


These,  then,  are  the  conditions  of  economic  progress  in  our  country  and 
in  our  times.  To  forge  ahead  as  our  Nation  can,  the  Government  must 
foster  competitive  enterprise,  strengthen  economic  incentives,  and  promote 
scientific  and  technological  knowledge.  It  must  use  its  vast  powers  to 
help  protect  the  stability  of  the  purchasing  power  of  money,  to  help  main¬ 
tain  employment  at  a  high  level,  and  to  help  provide  a  floor  of  security 
for  the  individual.  It  must  not  only  join  with  other  nations,  but  should 
be  prepared  to  lead  them,  in  solving  the  problems  of  international  trade 
and  currencies. 

To  deal  with  these  difficult  tasks  in  a  systematic  manner,  steps  were 
taken  in  the  last  year  to  re-examine  the  policies  of  the  Federal  Government 
affecting  economic  growth  and  stability.  The  Council  of  Economic  Ad¬ 
visers  was  reconstituted.  The  Government  launched  sp>ecial  inquiries  into 
the  problems  of  agriculture,  housing,  foreign  economic  policy,  and  the  re¬ 
lations  between  the  Federal  and  State  and  local  governments.  Further¬ 
more,  all  agencies  and  departments  of  the  Executive  Branch  were  instructed, 
in  studying  the  problems  coming  within  their  purview,  to  keep  the  broad 
objective  of  stable  economic  growth  prominently  in  mind.  Some  of  the 
initial  recommendations  relating  to  this  objective  are  set  forth  in  this 
Report.  But  before  turning  to  recommendations  of  policy,  it  is  well  to 
review  economic  developments  during  the  past  year,  to  note  how  the  Gov¬ 
ernment  has  dealt  with  them,  and  to  analyze  the  current  position  of  our 
economy  and  its  prospects. 
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Part  II 

ECONOMIC  REVIEW  OF  1953 


Chapter  2 

Performance  of  the  American  Economy 

The  past  year  was  marked  throughout  most  of  the  free  world  by 
new  advances  in  production,  general  price  stability,  salutary  readjust¬ 
ment  of  the  international  pattern  of  trade  and  payments,  and  further  re¬ 
moval  of  the  emergency  controls  instituted  during  World  War  II  and  its 
aftermath.  In  the  United  States  and  Western  Europe  effective  monetary 
policies  have  been  established.  Domestic  price  controls  and  rationing  have 
disappeared  almost  everywhere.  In  nearly  all  countries  monetary  inflation 
has  been  stopped  and  restrictions  on  foreign  trade  relaxed.  The  gold  and 
dollar  reserves  of  the  free  world  outside  the  United  States  have  increased 
sharply.  Further  liberalization  of  international  trade  and  unrestricted  con¬ 
vertibility  of  currencies  have  become  subjects  of  serious  and  lively  discussion. 
Such  a  conjunction  of  favorable  developments  has  not  existed  for  some 
years.  But  the  dislocations  wrought  by  war  and  inflation  have  not  yet 
vanished,  and  they  are  likely  to  continue  to  harass  the  world  for  some  time. 

The  upsurge  of  production  and  employment,  which  has  been  sustained 
with  but  brief  interruptions  in  the  United  States  for  about  a  dozen  years, 
continued  in  1953.  New  records  were  established  in  industrial  activity,  em¬ 
ployment,  and  the  disbursement  of  incomes.  Unemployment  reached  the 
lowest  level  of  any  peace-time  year  in  recent  decades.  The  average  level  of 
prices  was  remarkably  steady.  The  fruits  of  expanding  production  and 
enterprise  were  siiared  widely.  Perhaps  never  before  in  their  history  have 
the  American  people  come  closer  to  realizing  the  ideal  of  high  and  expand¬ 
ing  employment,  without  price  inflation,  than  in  1953.  But  some  sections 
of  industry,  notably  farming,  failed  to  participate  in  the  widespread  pros¬ 
perity.  The  index  of  consumer  prices  inched  a  little  higher  in  spite  of 
some  decline  in  food  prices.  And  economic  activity,  taken  as  a  whole, 
receded  somewhat  toward  the  close  of  the  year. 

Broad  Characteristics  of  Recent  Years 

How  far  and  in  what  general  directions  the  American  economy  has 
traveled  in  recent  years  is  attested  by  the  summary  table  in  Appendix  G. 
Between  1939  and  1953,  commodity  prices,  wages,  and  taxes  increased 
sharply.  The  gross  national  product  expressed  in  current  dollars,  which 
includes  these  inflated  price  elements  and  taxes  as  well  as  physical  outputs, 
quadrupled.  But  a  considerable  expansion  occurred  also  in  the  real  output 
and  over-all  efficiency  of  the  economy.  While  population  rose  22  percent 
and  total  employment  35  percent,  unemployment  dropped  84  percent, 
and  the  gross  national  product  (adjusted  for  changes  in  the  price  level) 


increased  95  percent.  Practically  all  major  branches  of  industry  shared  in 
the  advance.  Agricultural  output  rose  35  percent,  mining  production  71 
percent,  construction  78  percent,  manufacturing  output  139  percent,  and 
electric  power  production  244  percent. 

Over  much  of  the  period  since  1939  the  course  of  external  events  has 
propelled  or  twisted  the  Nation’s  economic  life.  First  came  a  protracted 
war  which  severely  tested  our  industrial  strength,  piled  up  a  huge  Federal 
debt,  wiped  out  unemployment,  and  swelled  private  incomes  that  could  not 
be  easily  spent.  The  end  of  the  war  brought  military  demobilization  and 
a  rush  by  consumers  and  business  firms  to  make  good  their  accumulated 
shortages.  To  the  astonishment  of  many,  still  under  the  spell  of  the  theories 
of  economic  maturity  that  darkened  the  thirties,  the  expansion  of  private 
spending  quickly  compensated  for  the  sharp  decline  of  governmental 
expenditure.  Then  came  the  extension  of  Marshall  Plan  aid  to  foreign 
countries — and,  more  recently,  the  Korean  problem  and  the  superimposi¬ 
tion  of  a  huge  defense  program  on  an  expanding  civilian  economy.  While 
these  events,  together  with  the  great  inflation  of  credit  and  prices  that 
followed  in  their  path,  dominated  public  attention,  powerful  forces  of 
growth  were  quietly  gathering  strength  within  the  economy — expressed  in 
the  upsui^e  of  population,  the  onrush  of  technology,  the  innovations  of 
finance,  the  intensified  pace  of  business  competition,  the  rapid  obsolescence 
of  business  plant  and  equipment,  the  industrialization  of  the  South,  the  rapid 
development  of  the  West,  the  widening  of  the  middle  class,  the  diffusion 
of  home  ownership,  and  the  development  of  mass  markets  for  a  host  of  new 
consumer  goods.  (Sec  Table  1.) 

The  history  of  recent  years  has  disclosed  the  remarkable  power  of  the 
American  people  to  adjust  to  unsettling  influences  and  to  operate  under 
burdensome  governmental  restraints.  The  lull  in  1945-46,  the  contraction 
in  1948-49,  and  the  slight  dips  in  1951  and  again  in  1952  were,  by  and  large, 
pauses  of  an  expanding  economy  seeking,  as  it  must  from  time  to  time,  to 


Table  1.  Output  of  N»w  Products 
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A38S 
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260 

1,140 

2,000 

1,880 
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1083  » . 

1,078 

7,280 
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380 

1, 180 

3,300 

1,000 

278 

>  Not  available. 

>  Estimates  based  on  Incomplete  data. 

Sources:  Department  of  Agriculture,  Tariff  Commission,  National  Electrical  Manufacturers  Aseocla- 
tkm,  Radio-Television  Manufacturers  Association  and  Textile  Organlsstlon. 
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bring  its  tools  or  inventories  into  closer  adjustment  with  what  it  sells  and 
how  much  it  sells.  The  resourcefulness  of  individual  enterprise  and  the 
new  horizons  that  have  recently  opened  up  for  the  consumer  will  serve  our 
economy  well  in  the  more  normal  environment  that,  it  may  be  hoped,  will 
be  ours  in  the  years  ahead. 

The  Nation’s  Output  and  Its  Disposition 

The  gross  national  product,  which  expresses  the  market  value  of  all  the 
goods  produced  and  services  rendered,  increased  from  348  billion  dollars  in 
1952  to  367  billion  in  1953,  or  5.5  percent.  Since  prices  rose  a  little 
between  the  two  years,  the  expansion  of  physical  output  was  3.7  percent 
(see  Chart  1).  The  largest  advances  were  made  by  durable  goods  manu¬ 
factures,  which  in  the  aggregate  rose  13  percent;  the  output  of  nondurable 
manufactures  increased  4  percent  and  of  minerals  2  percent.  (See  Tables 
2  and  3.)  The  steel  industry  completed  a  record  year,  turning  out  112 
million  tons  of  ingots  and  castings,  which  was  6  million  more  than  in 
1951  and  18  million  more  than  in  1952  when  a  strike  severely  curtailed 
output.  The  automobile  industry  produced  more  than  6  million  passenger 
cars  and  1  million  trucks,  a  total  of  7  million  units — the  highest  since  1950, 
when  8  million  units  were  produced.  The  output  of  major  household  ap¬ 
pliances  and  instruments  was  substantially  above  the  1952  level,  but  the 
volume  of  the  major  lines — television  sets,  refrigerators,  washing  machines, 
cooking  stoves — was  below  the  record  1950  totals.  Furthermore,  some 
branches  of  the  capital  goods  industry — notably,  the  output  of  farm  ma¬ 
chinery,  including  tractors,  certain  types  of  industrial  machinery,  machine 
tools,  and  office  machines — experienced  a  decline  from  their  level  in  1952. 

The  general  increase  of  the  Nation’s  output  in  1953  was  achieved  partly 
through  additions  to  employment,  partly  through  gains  in  productivity. 
The  average  length  of  the  work  week  in  manufacturing,  for  example,  was 
about  the  same  in  1953  as  in  1952,  while  the  number  employed  was  5  percent 
larger;  but  output  was  8  percent  larger.  Productivity  increased  also  in 

Table  2.  Changes  in  Physical  Output 


I  Percentage 

Type  of  output  .  change,  1062 

to  1053  • 


Gross  national  product,  constant  prices .  +3. 7 

Industrial  production:  total . - . . . . .  +•.  1 

Agricultural  production . . . . .  .0 

Electric  power .  +10. 6 

New  construction,  constant  prices . +4. 4 

Freight  oarloadlngs .  +.  0 


■  Estimates  baaed  on  incomplete  data. 


Sources:  Department  of  A  niculture,  Department  of  Commerce,  Federal  Power  Commission,  Interstate 
Commerce  Commission,  and  Board  of  Oovemors  of  the  Federal  Reserve  System. 
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Table  3.  Changes  in  Industrial  Production 
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118 

125 

126 
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108 

1.9 

Hin 

114 

116 
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1. 

-5.8 

I  Monthly  data  are  seasonally  adjusted. 
>  Estimates  based  on  lncomi>lcte  data. 


Source:  Board  of  Oovcmors  of  the  Federal  Reserve  System. 


agriculture  and  some  other  branches  of  production.  Since  1946  the  outlays 
for  new  plant  and  equipment  by  American  business  firms,  excluding  agri¬ 
culture,  have  totaled  over  180  billion  dollars.  This  enormous  expenditure 
for  the  expansion  and  modernization  of  productive  facilities  provided  the 
basis  for  the  large  increase  in  output  of  the  Nation’s  factories,  mines,  and 
construction  yards. 

The  increased  output  of  1953  generated  a  larger  flow  of  incomes  to  indi¬ 
viduals,  corporations,  and  the  several  levek  of  government.  The  sum 
of  personal  incomes  increased  from  269.7  billion  dollars  in  1952  to  284.6 
billion  in  1953,  with  both  workers  and  investors  sharing  in  the  increase.  On 
a  percentage  basis,  the  share  of  total  personal  income  received  by  investors 
(that  is,  dividends,  interest,  and  net  rentals)  was  11.5  percent  in  1953, 
or  virtually  the  same  as  in  other  recent  years,  while  the  share  received  by 
workers  for  wages  or  salaries  continued  to  increase  and  reached  close  to  70 
percent.  The  income  of  proprietors  declined  both  in  dollars  and  relatively 
to  other  groups — very  largely  a  reflection  of  the  decline  in  farmers’  incomes. 
(See  Table  4.)  Since  direct  taxes  paid  by  individuals  in  1953  were  36.6 
billion  dollars,  or  2  billion  more  than  in  1952,  the  disposable  personal 
income  rose  from  235  billion  dollars  in  1952  to  248  billion  in  1953,  or  5J4 
percent.  This  rate  of  increase  was  apparently  exceeded  by  corporate  profits, 
whether  before  or  after  taxes.  Of  course,  the  several  levels  of  government 
derived  revenue  from  exebes  and  other  sources,  as  well  as  from  income  tax 
receipts.  They  in  turn  transferred  a  portion  of  their  massive  receipts  to 
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individuals  in  the  form  of  subsidies,  pensions,  interest  on  debt,  or  other 
payments  not  directly  related  to  production.  The  income  and  expenditure 
accounts  of  the  Government  in  recent  years  are  set  out  in  Appendix  D. 

The  bulk  of  the  Nation’s  huge  output  in  1953  passed  into  the  hands 
of  consumers,  who  spent  229.9  billion  dollars  on  goods  and  services,  exclu¬ 
sive  of  new  residential  structures  which  cost  (apart  from  farm  residences) 
another  1 1,8  billion  dollars.  Government  took  a  large  slice  of  the  Nation’s 
output.  Federal  purchases  of  goods  and  services  amounting  to  58.1  billion 
dollars  and  State  and  local  purchases  to  25.2  billion.  Business  firms  ac¬ 
quired  new  plant  and  equipment  costing  close  to  40  billion  dollars  and  at 
the  same  time  added  3.9  billion  dollars’  worth  of  inventories.  These 


takings  amounted  in  all  to  368.9  billion  dollars.  The  excess  over  the  gross 
national  product  of  1.9  billion  dollars  represents  a  net  deficit  of  American 
claims  on  foreign  countries.  Table  5  shows  that  the  relative  disposition 
of  the  gross  national  product  among  consumers,  business  firms,  and  the 
Government  was  nearly  the  same  in  1953  as  in  1952.  But  whereas  the 
increment  of  the  gross  national  product  between  1951  and  1952  was 
devoted  largely  to  governmental  use,  the  expansion  of  the  defense  program — 
which  has  dominated  governmental  outlays  of  late — virtually  ceased  by 
1953.  The  increment  of  the  gross  national  product  between  1952  and  1953 
was  devoted  principally  to  civilian  uses. 

Table  4.  Percentage  Distribution  of  Personal  Income 
IPoreenl] 


Period 


Total 

per¬ 

sonal 

income 


Labor  income  and  transfer 
payments 


Total 


Wafte 

and 

salary 

receipts 


other 

labor 

income 


Trans¬ 

fer 

pay¬ 

ments 


Propri¬ 

etors’ 

income 


Investment  income 


Total 

Rents 

Divi¬ 

dends 

17.5 

4.8 

n 

11.1 

3.7 

11.3 

3.7 

Ku 

11.2 

3.6 

12.0 

3.7 

3.6 

12.4 

3.7 

4.0 

11.6 

3.6 

3.6 

11.5 

3.7 

3.4 

11.5 

3.7 

3.3 

Interest 


igst.. 

104S.. 

1947- 

1948- 

1949- 

1950- 

1951- 

1952- 
1953  I, 


mo 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 


60.9 

68.9 

70.2 
69.8 

71.2 

71.3 
72.0 

7.3.3 
74.7 


62.1 

61.5 

62.8 

63.1 

63.7 

62.9 

65.4 

66.8 

68.2 


0.7 

1.1 

1.3 

1.3 

1.5 

1.7 

1.7 

1.7 

1.8 


4.1 

6.4 

6.2 

5.4 

6.0 

6.7 
4.9 

4.8 
4.8 


15.6 

19.9 

18.5 

19.0 

16.7 

16.3 

16.4 
15.2 

13.7 


7.4 

4.2 

4. 1 

4.2 
4.7 

4.6 

4.4 

4.4 

4.5 


1  Estimates  based  on  inoomplcte'data;  by  Council  of  Economic  Advisers. 
Note.— Detail  will  not  nece.ssarily  add  to  totals  because  of  roundini;. 
Source:  Department  of  Commerce  (except  as  note<l). 


Table  5.  Percentage  Distribution  of  Gross  National  Product  .\mong  Major 

Components 

(PercentJ 


Year 

Total 

gross 

national 

product 

Personal 

consump¬ 

tion 

expendi¬ 

ture 

Gross 

private 

domestic 

invest¬ 

ment 

Oovemment  purcha-ws  of 
goods  and  services 

’ 

Total  • 

National 
security  • 

Other  • 

1947 . 

71.0 

12.9 

12.3 

■9 

7.1 

3.8 

1948 . 

68.7 

16.5 

14.1 

8.2 

.7 

1949 . 

Hy 

60.9 

13.0 

16.9 

■q 

9.6 

.2 

1950 . 

67.9 

18.3 

14.6 

6.5 

8.3 

1951 . 

63.1 

17.8 

19.1 

11.3 

7.9 

1952 . 

62.7 

15.1 

22.5. 

14.1 

8.4 

1953  * . 

6Z6 

15.2 

22.7 

14.1 

8.7 

■ 

I  Qovemment  sales  have  been  subtracted  from  total  Oovemment  purchases  but  not  from  the  component! 
shown  in'tbis  table.  See  Appendix  Table  0-1  for  amounts  of  Government  sales. 

*  See  Appendix  Table  0-1,  footnote  S,  for  items  Included. 

*  Expenditures  by  the  Federal  Oovemment  for  other  than  national  security  plus  expenditures  by 
State  and  local  governments. 

*  Estimates  based  on  incomplete  data. 

Note.— Detafl  will  not  necessarily  add  to  totals  because  of  rounding. 

Sonrees:  Department  of  Commerce  and  Council  of  Economic  .Advisers. 


PERSONAL  CONSUMPTION 
EXPENDITURES  BY  MAJOR  CATEGORIES 


BILLIONS  OF  DOLLARS*^  BILLIONS  OF  DOLLARS* 


1949 I 1950 I 1951 I 1952 I 1953 

*  SEASONALLY  ADJUSTED  ANNUAL  RATES. 

SOURCES:  DEPARTMENT  OF  COMMERCE  AND  COUNCIL  OF  ECONOMIC  ADVISERS. 
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CHART  3 


PERSONAL  CONSUMPTION 
EXPENDITURES  FOR  SELECTED  GOODS 
AND  SERVICES 

BILLIONS  OF  DOLLARS*  BILLIONS  OF  DOLLARS* 


*  SEASONALLY  ADJUSTED  ANNUAL  RATES. 

SOURCES:  DEPARTMENT  OF  COMMERCE  AMD  COUNCIL  OF  ECONOMIC  ADVISERS. 
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The  manner  in  which  consumers  have  utilized  their  disposable  income 
is  shown  for  a  span  of  years  in  Table  6.  The  effects  of  World  War  II  and 
of  the  Korean  war  on  consumer  spending  and  saving  stand  out  clearly, 
j  So,  too,  do  recent  trends  in  consumer  buying  habits  and  attitudes.  (See 
^  Charts  2  and  3.)  Services  have  taken  an  increasing  share  of  the  consum¬ 
er’s  dollar  since  1946,  largely  because  housing  has  gradually  moved  toward 


Table  6.  Percentage  Distribution  of  Disposable  Personal  Income 
[reroent] 


Less:  Personal  consumption  expenditures 

Year 

Dispos¬ 

able 

Nondurable  goods 

Services 

Equa 

Per- 

per¬ 

sonal 

income 

Total 

Dur¬ 

able 

goods 

Food  1 

Cloth¬ 

ing 

and 

shoos 

Other 

Hous¬ 

ing 

Other 

sonal 

saving 

1929  . 

100.0 

05.6 

11.4 

23.0 

11.2 

ia6 

1X8 

24.5 

4.6 

1940 . 

loao 

05.2 

10.4 

2X6 

0.8 

17.3 

1X2 

23.0 

4.0 

1910 . 

100.0 

02.4 

10.4 

26.2 

11.7 

16.1 

8.2 

10.8 

7.6 

1947 . 

100.0 

07.7 

■  31 

28.2 

11.3 

16.6 

8.6 

20.4 

X3 

1948 . 

100.0 

04.4 

27.4 

10.7 

15.6 

8.8 

20.0 

6.6 

1949 . 

100.0 

06.6 

■  >*1 

27.2 

lai 

15.7 

0.7 

21.0 

X6 

19S0 . 

100.0 

04.6 

14.2 

25.8 

0.2 

14.0 

0.8 

20.7 

5.5 

iwi . 

100.0 

02.5 

IZl 

26.0 

0.0 

14.6 

0.7 

20.2 

7.5 

1952 . 

100.0 

02.8 

11.4 

27.1 

8.8 

14.7 

10.2 

20.7 

7.2 

1953* . 

100.0 

02.7 

1X2 

26.5 

8.2 

14.2 

10.6 

21.1 

7.3 

>  Excludes  aloohollc  beverages. 

*  Estimates  based  on  Incomplete  data;  by  Council^of  Economic  Advisers. 
Nots.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source:  Department  of  Commerce  (except  as  noted). 


its  former  place  in  consumer  budgets.  Even  so,  expenditure  on  services  was 
only  31.6  percent  of  disposable  income  in  1953,  in  contrast  to  38.4  percent 
\  in  1929.  Expenditure  on  food  has  not  shown  a  dehnite  trend  in  relation 
i  to  income  since  the  war,  but  it  has  been  running  well  above  the  prewar 
I  level — 26.5  percent  of  disposable  income  in  1953,  in  contrast  to  23.9  percent 
I  in  1929  and  22.6  percent  in  1940.  Expenditure  for  clothing  and  shoes, 
on  the  other  hand,  has  taken  a  diminishing  part  of  income — 11.2  percent 
in  1929,  11.7  percent  in  1946,  then  a  continuous  decline  to  8.2  percent  in 
1953.  Relative  spending  on  other  nondurablcs  has  likewise  diminished, 
although  gasoline  and  oil  are  outstanding  exceptions.  The  proportion 
of  income  spent  on  durable  goods  has  been  very  irregular  since  the  war,  but 
it  has  been  running  considerably  higher  than  in  prewar  years.  The  recent 
shifts  in  consumer  spending  are  worth  noting  with  some  care,  because  they 
facilitate  understanding  of  the  economic  changes  within  the  past  year — 
,  to  which  we  now  turn. 


The  Minor  Contraction  of  Recent  Months 


At  the  beginning  of  1953  the  economy  advanced  rapidly,  but  not  with¬ 
out  some  signs  of  impending  change.  The  real  income  of  farmers,  which 
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had  started  to  fall  during  1947,  was  continuing  to  shrink.  Stock  prices 
began  drifting  downward  after  the  turn  of  the  year.  The  average  length 
of  the  workweek  in  manufacturing  (adjusted  for  seasonal  variations) 
started  to  decline  in  the  spring.  So,  too,  did  the  orders  for  durable  goods 
received  by  manufacturers.  Retail  trade  continued  on  an  impressive  scale 
but  failed  to  expand,  while  consumer  debt  and  business  inventories  kept 
rising.  Business  failures,  while  relatively  few,  increased  in  number  and 
average  size.  Interest  rates  rose  at  an  accelerated  rate,  as  they  usually  do 
toward  the  close  of  a  general  business  expansion.  These  and  other  develop¬ 
ments  were  closely  watched  by  the  Government  and  they  influenced  public 
policy,  as  the  next  chapter  will  describe.  True,  some  decline  from  the  hec¬ 
tic  pace  of  extensive  overtime  operations  might  well  prove  salutary  in  the 
long  run.  But  it  was  important  that  the  transition,  if  there  was  to  be  one, 
be  carried  through  without  shock  and  that  the  readjustment  be  moderate 
and  not  cumulate.  The  once  fashionable  theory  that  a  sharp  liquidation 
was  good  for  the  economy  could  not  be  trusted. 

As  the  year  wore  on,  tire  economy  continued  to  be  prosperous  but  under¬ 
went  some  contraction,  the  extent  of  which  may  be  judged  from  movements 
of  broad  composites  of  economic  activity.  Thus  the  gross  national  product 
reached  its  highest  volume  during  the  second  quarter,  then  fell  1.5  percent 
by  the  fourth  quarter.  Personal  incomes  proved  steadier,  continuing  to  rise 
until  the  third  quarter,  then  dropped  0.4  percent  in  the  last  quarter.  On 
a  monthly  basis  personal  incomes  reached  a  peak  in  July  and  declined  I.O 
percent  by  the  year’s  end.  Nonagricultural  employment,  adjusted  for  sea¬ 
sonal  variations  as  are  the  preceding  series,  fell  by  1  million  or  2  percent, 
after  reaching  a  peak  in  July.  Unemployment,  which  reached  a  low  of  1 .2 
million  or  1.8  percent  of  the  civilian  labor  force  in  October,  rose  to  3.0  per¬ 
cent  in  December.  (See  Chart  4  and  Appendix  E.)  Industrial  produc¬ 
tion  reached  a  crest  between  May  and  July,  and  then  declined  6.6  percent 
in  the  following  months.  On  the  average,  commodity  prices  changed  very 
litde.  The  index  of  wholesale  prices  was  at  its  highest  point  of  the  year  in 
September,  and  in  December  was  only  0.8  percent  lower.  The  index  of  con¬ 
sumer  prices  in  turn  reached  its  highest  value  in  October  and  fell  a  mere 
0.4  percent  by  December.  The  precise  movements  of  several  of  these  indi¬ 
cators  of  the  condition  of  the  economy  are  displayed  in  Chart  6.  Of  course, 
broad  composites  fail  to  convey  the  degree  to  which  the  decline  has  been 
diffused  over  the  economic  system.  It  is  clear,  however,  from  the  behavior 
of  the  components  of  these  indexes  that  a  large  portion  of  the  economy  was 
undergoing  readjustment  toward  the  close  of  the  year,  and  some  evidence 
to  this  effect  is  presented  in  Table  3. 
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Analysis  of  the  Turn  During  the  Year 


The  immediate  cause  of  the  contraction,  which  became  visible  after  mid-  ■  ex 
year,  was  an  imbalance  between  production  and  sales  that  developed  earlier  ■  co 
in  the  year.  After  the  settlement  of  the  steel  strike  on  July  25,  1952,  the  I 
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advance  of  production  was  swift,  especially  in  the  durable  goods  industries. 
Within  a  month  the  steel  industry  was  operating  at  over  2  million  tons 
per  week,  partly  to  meet  the  large  demand  for  current  use,  partly  to  enable 
fabricators  and  dealers  to  rebuild  their  stocks.  The  steel-using  industries, 
whose  operations  had  been  seriously  affected  by  the  strike,  followed  suit. 
Business  inventories,  especially  those  held  by  makers  and  sellers  of  consumer 
durables,  were  generally  low — in  the  sense  that  businessmen  sought  to 
expand  them.  Even  before  the  steel  strike,  inventories  of  civilian  goods  had 
been  much  reduced  from  their  embarrassing  1951  peaks.  Of  course,  the 
strike  led  to  further  depletion  of  stocks.  On  a  wide  front,  therefore,  pro¬ 
ducers  now  faced  a  need  of  meeting  the  rerjuirements  of  distributors  for 
restocking  as  well  as  for  larger  sales  to  customers  whose  incomes  and  bor¬ 
rowing  propensity,  were  both  high  and  rising.  And  if  conditions  appeared 
favorable  on  the  side  of  demand,  they  were  also  satisfactory  on  the  side 
of  supply.  Materials  were  more  readily  available  than  a  few  months  earlier, 
and  the  rela.xation  of  governmental  restrictions  on  their  use  permitted 
a  rising  volume  of  output,  particularly  of  automobiles.  Hence  production 
moved  forward  rapidly.  Employment  expanded,  hours  of  work  lengthened, 
hourly  earnings  rose,  and  weekly  earnings  rose  faster  still.  With  incomes 
rising,  consumer  expenditures  expanded  briskly.  Indeed,  from  the  fall  of 
1952  through  the  first  half  of  1953  the  increments  of  consumer  spending, 
which  were  being  bolstered  by  growing  indebtedness,  exceeded  the  incre¬ 
ments  of  disposable  personal  income.  Private  investment  expenditure  and 
Government  spending,  propped  by  expanded  borrowing,  added  to  the  rising 
monetary  demand. 

Nevertheless,  production  and  sales  gradually  fell  out  of  balance  in  the 
early  months  of  1953.  The  reason  was  partly  that  business  requirements 
for  additions  to  their  inventories  had  been  fairly  well  met  by  the  beginning 
of  the  year,  when  it  became  clear  that  quicker  deliveries  could  be  counted 
on.  The  reason  was  partly  that,  while  demand  was  high,  business  firms  had 
^  apparently  expected  it  to  be  higher  still.  The  reason  was  also  that  after 
?  the  turn  of  the  year  consumer  spending  turned  more  in  the  direction  of 
’  services  than  of  commodities.  (See  Chart  2.)  The  gap  that  opened  up 
^  early  in  1953  between  purchases  at  retail  stores  and  consumer  incomes, 
•  though  not  between  consumer  spendings  of  all  types  and  their  incomes,  is 
‘  shown  by  Chart  7.  Since  personal  income  rose  with  production,  while 
^  retail  sales  moved  sluggishly,  inventories  soon  piled  up  in  all  hands.  (See 

I  Charts  8,  9,  and  10.)  The  annual  rate  of  nonfarm  inventory  investment 
rose  from  4  billion  dollars  in  the  first  quarter  of  1953  to  7  billion  in  the 
second  quarter,  with  the  highest  rate  of  accumulation  concentrated  in  a 
few  major  durable  goods  industries — motor  vehicles,  other  transportation 
equipment,  and  primary  metals. 

The  sluggishness  of  retail  sales  in  the  early  months  of  1953,  together  with 
excessively  sanguine  production  schedules,  brought  about  a  condition  that 
r  could  not  long  continue.  The  reshaping  of  the  defense  program  also 
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affected  inventories,  which  here  and  there  became  redundant  in  relation 
to  the  reduced  military  production  rates  in  prospect.  By  mid-year,  manu¬ 
facturers  in  numerous  industries  were  curtailing  operations,  so  as  to  bring 
output  and  inventories  into  better  adjustment  with  their  orders  and  sales. 
First,  overtime  was  reduced  or  eliminated,  then  some  workers  were  laid 
off.  Meanwhile,  the  rise  in  hourly  earnings  was  checked,  and  average 
weekly  earnings  stopped  rising.  But  the  declines  in  production  were  gen¬ 
erally  moderate  and  there  were  few  signs  of  distress  selling.  In  all,  manu¬ 
facturing  employment  (adjusted  for  seasonal)  decreased  by  about  950,000 
between  June  and  December,  with  70  percent  of  the  decrease  occurring  in 
the  durable  goods  sector.  The  decrease  in  manufacturing  employment 
was  nearly  as  large  as  the  decrease  in  total  nonagricultural  employment, 
since  other  areas  of  employment — construction,  wholesale  and  retail  trade, 
transportation,  and  so  on — e.xperienced  little  change  in  the  aggregate. 
(See  Chart  5.)  Basic  wage  rates  in  these  fields  of  employment  also  con¬ 
tinued,  in  general,  to  move  upward.  This  fact,  combined  with  fairly  stable 
over-all  employment,  goes  far  to  explain  the  approximate  steadiness  of  per¬ 
sonal  income  in  the  second  half  of  1953. 

The  contraction  since  last  June  or  July  has  thus  far  been  largely  in  the 
nature  of  an  inventory  adjustment,  as  Chart  1 1  and  Table  7  indicate.  Apart 
from  the  reduced  expenditure  by  business  firms  on  additions  to  their  inven¬ 
tories,  total  expenditure  has  been  nearly  unchanged  since  mid-year.  Fur¬ 
ther,  the  major  categories  of  final  expenditure  have  themselves  remained 
remarkably  stable.  There  have  been  shifts  within  the  total  of  consumer 
expenditure,  but  little  change  in  the  total  itself.  Similarly,  there  have  been 
shifts  within  the  total  of  governmental  expenditures,  with  Federal  outlays 
declining  since  the  second  quarter  and  State  and  local  outlays  increasing, 
but  again  approximate  stability  in  the  whole.  There  apparently  was  a  very 
slight  dip  in  consumer  sp)ending,  as  well  as  in  business  outlays  on  fixed  capi¬ 
tal  investment,  toward  the  end  of  the  year.  However,  other  categories  of 
final  expenditure  offset  these  diminutive  declines.  The  sum  of  final  ex¬ 
penditure  expressed  as  an  annual  rate,  which  was  363.6  billion  dollars  in  the 
second  quarter  and  364.5  billion  in  the  third,  came  to  365.0  billion  in  the 
fourth.  But  the  figures  for  the  last  quarter  are  still  uncertain  and,  such  ■ 
as  they  are,  indicate  an  inventory  readjustment  in  the  second  half  of  1953 
and  little  else. 

Thus  far  the  decline  of  inventory  additions  has  been  largely  a  corrective 
movement,  designed  to  bring  production  into  better  balance  with  sales.  It  j 
appjcars  from  the  information  at  hand  that,  apart  from  the  defense-goods  | 
industries,  the  inventory  adjustments  have  been  largely  respjonses  to  current  j 
sales  rather  than  protective  movements  geared  to  unfavorable  forecasts  of 
future  sales.  It  is  well  to  recognize,  however,  that  an  inventory  readjust-  , 
ment  can  affect  other  types  of  spending  and  communicate  itself  to  the  stream 
of  business  and  consumer  spending  as  a  whole.  The  next  chapter  will 
consider  this  possibility  at  some  length. 

* 
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AGRICULTURAL 
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TOTAL  LABOR  FORCE  UNEMPLOYMENT 
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*  14  YEARS  OF  AOE  AND  OVER. 


SOURCE:  KPARTMENT  OF  COMMERCE 
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EMPLOYMENT  IN  NONAGRICULTURAL 
ESTABLISHMENTS 
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THE  FEDERAL  RESERVE  SYSTEM. 
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CHART  7 


DISPOSABLE  PERSONAL  INCOME, 
CONSUMPTION  EXPENDITURES, 

AND  RETAIL  SALES 

*  » 

BILLIONS  OF  DOLLARS  BILLIONS  OF  DOLLARS 


i/N:«  CCRICS  LINXCD  TO  OLD  SCRICS. 

SOURCES:  OCMRTME.MT  OF  COMMERCE,  BOARD  OF  GOVERNORS  OF  TNE  FEDERAL 
RESERVE  SYSTEM, AND  COUNCIL  OF  ECONOMIC  ADVISERS. 
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CHART  8 


WHOLESALE  INVENTORIES  AND  SALES 

BILLIONS  OF  DOLLARS  BILLIONS  OF  DOLLARS 


RATIO  RATIO 


I 


SOURCE:  DEPARTMENT  OF  COMMERCE. 


CHART  10 


i  MANUFACTURERS’  INVENTORIES 
I  AND  SALES 
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Table  7.  Gross  National  Product  or  Expenditure  During  1953 
[BillioDS  of  dollars;  seasonally  adjusted  annuarmtes] 


Expenditure  group 

First 

quarter 

19 

Seeond 

quarter 

53 

Third 

quarter 

Fourth 
quarter  • 

370.7 

368.8 

366.0 

Change  in  business  inventories . . . 

Hm 

7  1 

4  3 

.0 

Einal.expenditures:  total . . . . . . 

3.19. 1 

303.6 

304.5 

366.0 

Personal  consumption  expenditures:  tot.al . 

227.7 

230.4 

231.0 

230.6 

Durable  goods . . . 

30.2 

30.7 

30.4 

29.6 

121.2 

122.1 

121  3 

120.6 

Services . 

70.3 

77.6 

79.2 

80.6 

Gross  private  fixed  investment:  total . 

61.1 

62.2 

52.0 

61.5 

New  construction . . . 

2.1.0 

2.1.3 

24.9 

2.1.0 

Producers’  durable  equipment . . . 

26.2 

26.9 

27.1 

26.6 

Net  foreign  Investment . 

-2.1 

-2.5 

-2.1 

-1.0 

Government  purchases  of  goods  and  services:  total . 

82.4 

83.6 

83.6 

84.0 

Federal . 

67.4 

68.9 

68.4 

67  7 

State  and  local . 

24.9 

24.6 

25.2 

26.3 

•  Estimates  based  on  Incomplete  data;  by  Council  of  Economic  Advisers. 
Note.— Detail  will  not  necessarily  add^to'totals  because  of  roundine. 
Source:  Department  of  Commerce  (except  as  noted). 
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*  seasonally  adjusted  annual  rates. 

SOURCES:  DEPARTMENT  OF  COMMERCE  AND  COUNCIL  OF  ECONOMIC  ADVISERS. 


It  is  *..aO  important  to  recognize  the  broad  teaching  of  history  that,  in  the 
course  of  a  protracted  economic  expansion  in  which  monetary  inflation  has 
played  a  large  role,  some  distorting  speculative  movements  and  some  mis- 
allocations  of  resources  are  bound  to  develop.  An  economy  that  has 
reached  a  point  where  it  must  operate  extensively  on  an  overtime  basis, 
as  ours  did  in  1953,  cannot  easily  increase  physical  output,  but  can  very 
readily  diminish  it.  Such  an  economy  is  sensitive  even  to  minor  disturbances, 
especially  when  inflation  is  kept  in  check,  as  it  was  during  the  first  half  of 
1953.  Unfavorable  cost-price  relations  in  some  sectors  of  the  economy 
doubtless  contributed  to  the  imbalance  between  production  and  sales  that  de¬ 
veloped  in  the  early  months  of  the  year.  The  cost-price  “squeeze”  in  agri¬ 
culture,  of  which  much  has  been  heard  recently,  continued  in  1953,  as  Chart 
12  shows.  A  similar  situation  developed  in  the  lead  and  zinc  industries,  as 
Chart  13  indicates,  and  the  list  of  such  cases  could  be  lengthened.  It  does 
not  seem,  however,  that  unprofitable  business  situations  had  developed  on 
any  scale  by  the  middle  of  1953.  Further,  one  of  the  outstanding  features 
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of  the  latest  phase  of  the  expansion  since  1939  has  been  its  comparative 
freedom  from  speculation.  In  recent  years,  the  behavior  of  security  mar¬ 
kets  has  been  rather  subdued.  And  while  there  was  a  strong  speculative 
surge  in  commodities  right  after  the  invasion  of  Korea,  it  had  spent  itself 
before  1953. 


Credit  and  Monetary  Developments 

The  changing  pace  of  general  business  activity  during  the  past  year  was 
closely  reflected  in  developments  in  the  sphere  of  money  and  credit.  The 
demand  for  all  kinds  of  credit,  which  had  been  strong  in  the  second  half 
of  1952,  continued  to  be  active  in  the  first  half  of  1953.  .After  the  removal 
of  Regulation  W  in  May  1952,  consumer  instalment  credit  increased  by 
the  record  amount  of  4.6  billion  dollars  in  the  year  ended  June  1953.  A 
huge  increase  occurred  also  in  long-term  corporate  debt.  State  and  local 
debt,  and  real-estate  mortgage  debt.  Business  loans  at  banks  increased 
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vigorously  in  the  closing  months  of  1952,  and  declined  less  than  seasonally 
in  the  first  half  of  1953.  An  exceptionally  high  rate  of  saving  made  it 
possible  to  carry  through  this  vast  expansion  of  credit  despite  a  policy  of 
monetary  restraint  by  the  Federal  Reserve  System,  but  not  without  a  rise 
of  interest  rates,  which  was  sharp  after  mid- April.  (See  Chart  14.)  A 
long-term,  3*4  percent  Treasury  bond  announced  in  April,  first  went  to  a 
premium,  then  broke  par  in  May.  The  volume  of  new  private  flotations 
continued  at  a  very  high  level,  but  some  difficulties  were  encountered  at 
that  time  in  marketing  securities  and  placing  mortgages. 

By  late  spring  it  became  clear  that  credit  markets  were  characterized 
by  excessive  tension.  With  inflationary  pressures  abating,  the  Federal 
Reserve  System  provided  additional  reserve  funds  to  the  commercial  banks. 
As  it  turned  out,  the  demand  for  credit  by  mortgage  borrowers  and  issuers 
of  corporate.  State,  and  local  securities  remained  high  in  the  second  half  of 
the  year.  The  Federal  Government  was  also  a  heavy  borrower.  The 
increase  in  consumer  credit  tapered  off,  however,  and  the  increase  in  busi¬ 
ness  loans  at  banks  was  much  less  than  seasonal.  Member  banks  were 
therefore  able  to  reduce  their  discounts  at  the  Federal  Reserve  Banks,  as 
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national  bureau  of  economic  research. 
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34 


well  as  to  expand  total  loans  and  investments,  and  to  meet  a  gold  outflow 
and  the  usual  currency  drain.  By  late  fall  these  developments  eased  the 
credit  market  as  a  whole.  Yields  on  all  classes  of  securities  declined, 
especially  the  short-term  rates. 

The  increase  in  total  loans  and  investments  of  commercial  banks  was 
considerably  smaller  in  1953  than  in  1952.  A  rather  sharp  decrease  in 
holdings  of  Government  securities  in  the  first  half  of  the  year  was  approxi¬ 
mately  offset  by  purchases  in  the  second  half.  The  increase  in  bank  loans 
was  also  smaller  than  in  1952.  For  the  year  as  a  whole,  the  increase  in  de¬ 
mand  deposits  and  currency  in  the  hands  of  the  public  was  considerably 
less  than,  while  the  increase  in  time  deposits  was  about  the  same  as,  in  1952. 
(See  Charts  15  and  16.) 


CHART  16 


BANK  LOANS  AND  INVESTMENTS 


BILLIONS  OF  OOLLANS 
160  - -  - 

140  - 


BILLIONS  OF  DOLLARS 
160 

140 


total 

(ALL  commercial  BANKS) 


120 


120 


SOURCES:  BOARD  OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM  AND 

council  of  economic  advisers. 


100 


100 


1951 


END  OF  MONTH 


1953 


Prices  at  Wholesale  and  Retail 

The  differential  between  the  costs  of  industrial  raw  materials  and  prices 
of  finished  industrial  commodities,  which  narrowed  ominously  soon  after 
the  invasion  of  Korea,  continued  to  widen  in  1953.  In  general,  industrial 
prices  rose  somewhat  during  1953.  On  the  other  hand,  the  prices  of  indus- 
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trial  raw  materials  and  farm  products  (whose  decline  started  early  in  1951 ) 
continued  to  fall,  though  at  an  irregular  and  much  reduced  pace.  The 
over-all  index  of  wholesale  prices  covered  up  these  divergent  movements 
and  changed  very  little:  it  stood  at  109.6  (1947-49=100)  in  December 
1952,  at  109.5  in  June  1953,  at  111.0  in  September  (the  peak  for  the  year), 
and  at  110.1  in  December  1953.  (See  Charts  17  and  18.) 

The  outstanding  development  in  primary  markets  during  the  year  was 
the  decline  in  the  prices  of  the  major  farm  products.  Record  supplies  and 
sharply  curtailed  exports  more  than  offset  the  supporting  influence  of  a 
strong  domestic  demand.  In  mid-December,  grower  prices  of  farm  prod¬ 
ucts  averaged  6  percent  below  prices  a  year  earlier.  Beef  cattle  prices  were 
down  nearly  a  fourth  as  the  huge  slaughter,  induced  partly  by  the  drought, 
moved  into  consumer  markets.  Potato  prices  were  less  than  one-half  of  the 
December  1952  level.  Price  declines  were  registered  for  most  of  the  grains, 
cotton,  oil  seeds,  and  milk  and  poultry  products.  In  mid-December,  prices 
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of  farm  products  averaged  91  percent  of  parity,  compared  with  96  in 
December  1952. 

The  decline  in  farm  prices  might  have  been  expected  to  lead  to  a  fall 
in  the  cost  of  living.  This  did  not  happen.  Indeed,  the  consumer  price 
index  for  1953  averaged  a  trifle  above  the  1952  level.  During  1953  the 
index  moved  within  a  very  narrow  range,  yet  it  had  a  slight  upward  tilt — 
the  net  increase  from  December  1952  to  December  1953  was  seven-tenths 
of  one  percent.  Some  increase  occurred  in  most  major  classes  of  consumer 
prices,  except  foods,  which  showed  a  net  decline  of  1.3  percent  over  the 
year. 

The  lack  of  close  parallelism  between  wholesale  and  consumer  prices  is 
due  to  various  factors.  (See  Chart  6.)  In  the  first  place,  the  consumer 
price  index  includes  such  items  as  housing  and  other  services  that  have 
no  place  in  the  wholesale  price  index.  In  the  second  place,  the  consumer 
index  reflects  a  much  higher  degree  of  commodity  processing  than  does  the 
wholesale  index.  In  the  third  place,  even  the  prices  of  identical  commodi- 
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ties  are  ordinarily  more  sluggish  in  retail  than  in  wholesale  markets.  The 
decline  in  farm  prices  of  food  products  is  not  fully  reflected  in  the  prices 
of  foods  at  retail,  partly  because  the  processing  of  raw  foodstuff's  has  been 
increasing,  partly  because  labor  and  transportation  costs  have  been  rising, 
and  partly  because  retailers  often  set  their  prices  on  the  basis  of  what  they 
have  actually  paid  rather  than  on  current  wholesale  quotations. 

But  it  is  not  the  behavior  of  food  or  apparel  prices  that  explains  the  slight 
upward  tilt  of  the  consumer  price  index  during  the  past  year.  The  upward 
push  of  the  index  can  be  traced  largely  to  three  categories — rents,  medical 
care,  and  transportation  (see  Chart  19).  Rents  are  and  have  been  for 
some  time  in  a  stage  of  decontrol,  with  most  States  and  municipalities  not 
seeing  fit  to  continue  the  controls.  Rents,  moreover,  are  often  based  on 
long-term  contracts.  Prices  of  medical  service  are  heavily  governed  by 
custom  rather  than  market  conditions.  The  prices  of  transportation  serv¬ 
ices  are  usually  regulated  by  public  service  commissions  and  respond  slowly 
to  changes  in  costs.  In  short,  the  things  that  have  been  sending  the  con- 


sumer  price  index  up  relate  to  markets  that  are  still  in  process  of  adjusting 
to  the  price  revolution  of  the  past  ten  to  fifteen  years.  (See  Chart  20.) 
While  the  dynamic  portion  of  the  price  system  is  no  longer  showing  any 
over-all  increases,  the  more  passive  portion — the  part  governed  by  contract, 
custom,  and  governmental  regulation — is  still  in  process  of  catching  up. 
The  notion  that  an  inflation  can  be  stopped  all  at  once  is  naive.  What  can 
be  stopped  is  the  injection  of  new  inflationary  fuel — not  the  consequences 
of  inflationary  fuel  already  pumped  into  the  system.  The  fact,  however, 
that  the  index  of  consumer  prices  rose  very  little  during  1953  is  an  indication 
that  most  of  the  earlier  inflationary  fuel  has  already  burnt  itself  out. 


CHART  20 


SOURCC:  OCPARTMENT  OF  LABOK. 


Wage  Movements 

The  removal  of  controls  early  in  February  1953  had  apparently  as  little 
effect  on  the  year’s  wage  movements  as  on  its  price  developments.  A  fairly 
substantial  number  of  wage  increases  and  changes  in  fringe  benefits  that 
were  awaiting  official  approval  were  put  into  effect  shortly  after  controls 
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AVERAGE  HOURLY  EARNINGS  IN 
SELECTED  INDUSTRIES 


DOLLARS  PER  HOUR 
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NOTE:  DATA  ARE  FOR  PRODUCTION  WORKERS  OR  NONSUPERVISORY  EMPLOYEES. 
SOURCE:  DEPARTMENT  OF  LABOR. 
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AVERAGE  WEEKLY  EARNINGS  IN 
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SOURCE;  DEPARTMENT  OF  LABOR. 
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were  discontinued.  However,  the  monthly  rate  of  increase  in  average  I 
hourly  earnings  for  factory  workers  (excluding  premium  pay  for  overtime)  I 
during  the  period  from  mid-January  1953  to  the  end  of  the  year  was  some¬ 
what  below  that  during  the  period  of  controls  and  was  less  than  half  the  | 
monthly  rate  of  increase  during  the  second  half  of  1950,  before  controls 
were  imposed.  ^ 

General  wage  increases  granted  in  the  larger  manufacturing  settlements  | 
during  the  eleven  months  after  the  removal  of  controls  averaged  about  ! 
7  cents  an  hour.  However,  substantial  groups  of  workers,  notably  in  the  | 
textile  and  lumber  industries,  received  either  no  general  wage  increase  'i 
or  adjustments  (up  or  down)  of  1  or  2  cents  resulting  from  the  operation 
of  cost  of  living  escalator  clauses.  On  the  other  hand,  the  apparel  indus-  ] 
tries  put  into  effect  the  first  widespread  wage  increase  since  late  1950.  | 
The  average  rise  in  hourly  earnings  of  all  factory  wage  earners  was  about  ’! 
6  cents  or  3.6  percent,  excluding  the  effect  of  premium  pay  for  overtime.  l 

Wage  trends  among  nonmanufacturing  industries  also  varied.  In  con-  ; 
struction,  where  activity  was  extremely  high  throughout  the  entire  year,  < 
wage  increases  were  widespread;  union  scales  in  urban  areas  rose  an 
average  of  4  percent  between  January  and  October  1953.  Rates  of  pay 
in  coal  mining  remained  unchanged  as  the  parties  to  the  collective  bar-  ^ 
gaining  agreements  failed  to  serve  notice  of  a  reopening  of  these  contracts  1 
in  the  fall  of  1953.  The  average  level  of  gross  hourly  earnings  rose  in  ■ 
wholesale  and  retail  trade,  local  transit,  electric  and  gas  utilities,  and  some  * 
other  nonmanufacturing  industries.  (See  Chart  21.)  ; 

Hours  of  work  in  manufacturing  began  declining  in  the  spring  and  were 
lower  at  the  end  of  1953  than  late  in  1952,  mainly  because  of  reductions  | 
in  the  amount  of  overtime  work.  Average  weekly  earnings  at  the  end  of 
the  year  were  almost  the  same  as  at  the  beginning  of  the  year,  since  an 
increase  in  hourly  earnings  offset  a  shorter  workweek  and  a  drop  in  overtime  < 
payments.  In  building  construction  and  most  of  the  service  industries,  ! 
weekly  earnings  rose.  (See  Chart  22.)  I 

Corporate  Profits  | 

From  their  low  point  in  the  third  quarter  of  1952,  corporate  profits  after  i 
taxes  (seasonally  adjusted)  rose  sharply  in  the  fourth  quarter,  then  more 
gradually  through  the  first  two  quarters  of  1953.  With  the  easing  of  activ¬ 
ity  in  many  industries  after  midyear,  profits  turned  downward.  But  avail¬ 
able  information  suggests  that  the  total  for  the  full  year  1953  was  higher 
than  the  1952  figure  and  perhaps  not  much  different  from  1951.  Profits 
after  taxes  for  the  first  three  quarters  of  1953  were,  in  terms  of  seasonally 
adjusted  annual  rates,  a  little  over  20  billion  dollars,  compared  with  I8/2 
billion  in  1952  as  a  whole.  (See  Chart  23.) 

Corporate  profits  before  taxes  expanded  more  than  after-tax  profits.  In 
the  first  nine  months  of  1953  profits  before  taxes  were  approximately  15 
percent  above  the  corresponding  period  of  1952.  The  sharpest  advances 
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1  were  recorded  in  general  by  the  manufacturing  industries,  where  profits  had 
J  suffered  most  from  the  1952  inventory  readjustment  and  the  work  stoppages 
^  in  steel.  In  manufacturing  as  a  whole,  before-tax  profits  were  about  one- 
i  fifth  above  the  first  three  quarters  of  1952,  The  communication  and  pub- 
I  lie  utility  group  recorded  increases  of  around  one-sixth.  Experience  in 
i  other  industries  was  mixed  but  in  most  cases  better  than  in  the  correspond¬ 
ing  part  of  1952.  Profits,  however,  are  a  peculiarly  volatile  type  of  in¬ 
come.  Full-year  comparisons  of  1953  with  1952  are  expected  to  be  less 
favorable  than  for  the  first  nine  months,  since  profits  were  moving  up  in 
late  1952  and  down  in  late  1953. 

The  figures  cited  on  corporate  profits  are,  of  course,  not  comparable 
with  those  for  wages.  The  former  relate  to  total  profits  of  the  corporate 
world;  the  latter  relate  to  average  earnings  per  hour  or  week.  To  facili- 
;  late  comparisons.  Table  8  shows,  separately,  labor  income,  dividends,  and 
undistributed  corporate  profits  in  the  form  of  aggregates  for  recent  years. 
It  docs  not  appear  from  these  figures  that  corporate  profits  have  risen  at  the 
!  expense  of  labor  income  or  vice  versa. 
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Table  8.  Relation  of  Labor  Income  to  Dividends  and  Undistributcu  Corporate  Profits 


Period 

Labor 
income ' 

Corporate  profits  after  taxes 

Ratio  of  labor  Income  to: 

Total 

Divi¬ 

dends 

Undis¬ 

tributed 

corporate 

profits 

Dividends 
and  un¬ 
ci  istrlb- 
utod  cor¬ 
porate 
profits 

Dlvl- 

dends 

Undis¬ 

tributed 

corponts 

profits 

Billions  of  dollars 

m« . 

111.1 

13.9 

6.8 

8.1 

8.0 

19.2 

13.7 

1947 . 

122.3 

18.6 

6.6 

12.0 

6.6 

18.6 

10.2 

1948 . 

134.9 

20.7 

7.2 

13.6 

6.6 

18.7 

10.0 

1949 . 

134.2 

16.3 

7.5 

8.8 

8.2 

17.9 

1A2 

1950 . 

14«.8 

22.7 

9.1 

13.6 

6.6 

16.1 

10.8 

1951 . 

170.7 

20. 1 

9.2 

10.9 

8.6 

18.6 

15.7 

1952 . 

184.9 

18.6 

9.1 

9.5 

9.9 

2a3 

19.5 

1963  * . 

199.1 

(») 

9.4 

(•) 

(») 

21.2 

1 

(*) 

Seasonally  adjusted  annual  rates 

1953:  First  quarter . 

195.8 

20.3 

9.2 

11.1 

9.6 

21.3 

17.8 

Second  quarter . 

199.3 

20.8 

9.4 

11.4 

9.6 

21.2 

17.6 

Third  quarter . 

201.9 

19.6 

9.6 

10.0 

las 

21.0 

203 

Fourth  quarter  • . 1 

199.3 

(») 

9.6 

(•) 

(») 

20.8 

(•) 

t  WaRe  and  salary  receipts  plus  other  labor  income.  (See  Appendix  Table  0-0,  footnote  1.) 

*  Estimates  based  on  Incomplete  data;  fourth  quarterly  Council  of  Economic  Advisers. 

*  Not  available. 


NoTX.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source:  Department  of  Commerce  (except  as  noted). 


Farm  Income  and  Expenditure 

The  principal  adverse  shift  in  incomes  during  1953,  as  in  other  recent 
years,  occurred  in  farming.  A  decline  in  farm  prices  was  offset  by  an 
increase  of  marketings  but  not  sufficiently  to  maintain  cash  receipts  at  the 
1952  level.  Production  expenses  also  declined  but  not  nearly  so  much  as 
gross  income,  with  the  result  that  the  realized  net  income  fell  7.4  percent. 
This  unfavorable  development  was  severest  in  the  case  of  cattle  raising.  It 
was  experienced,  however,  in  many  types  of  farming  and  was  widely  diffused 
among  the  States. 

There  is  no  clear  evidence  that  rural  purchases  of  general  merchandise 
were  lower  in  1953  than  in  1952  although,  in  common  with  the  rest  of  the 
economy,  some  decline  in  rural  purchases  was  apparent  in  the  second  half 
of  the  year.  Nonetheless,  the  reduced  income  of  farmers,  following  as  it  did 
earlier  declines,  led  to  smaller  purchases  of  farm  equipment,  machinery,  and 
building  materials.  Retail  sales  of  farm  equipment  and  machinery  ran 
about  17  percent  less  than  in  1952.  Gross  investment  in  farm  buildings, 
motor  vehicles,  and  other  machinery  and  equipment  declined  by  about  600 
million  dollars,  or  1 1  percent.  But  even  in  1953  gross  farm  investment  was 
larger  than  the  normal  wear  and  tear  on  the  existing  farm  plant  and 
equipment. 


International  Economic  Transactions 


The  outstanding  international  development  of  the  past  year  was  the 
achievement  of  a  broadly  balanced  pattern  of  trade  and  payments,  at  high 
and  growing  levels  of  economic  activity.  This  has  been  accomplished  in  an 
environment  of  general  monetary  stability  and  diminishing  controls,  both 
within  and  among  the  nations  of  the  free  world.  Some  countries,  however, 
still  depend  in  part  on  United  States  military  expenditures  abroad,  as  well 
as  on  a  variety  of  restrictions  on  dollar  transactions. 

There  was  little  change  between  1952  and  1953  in  the  export  balance  of 
the  United  States,  when  military  grant-in-aid  shipments  are  included  with 
exports  and  military  expenditures  abroad  are  counted  with  imports.  The 
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past  year  witnessed,  however,  an  important  shift  in  the  balance  on  current 
transactions  between  the  United  States  and  foreign  countries,  the  broad 
features  of  which  arc  displayed  in  Chart  24.  Excluding  transfers  of  military- 
aid  goods,  which  require  no  dollar  financing  by  the  recipient  countries,  the 
United  States  had  an  estimated  deficit  of  700  million  dollars  on  current 
account  in  1953.  This  contrasts  with  a  surplus  of  1.7  billion  in  1952,  10.7 
billion  in  1947,  and  about  5.5  billion  in  1948  and  1949. 

Thus,  the  free  world  has  continued  to  make  progress  toward  economic 
and  financial  strength.  In  the  postwar  period,  taken  as  a  whole,  foreign 
economies  have  been  able  to  adjust  to  a  sharp  reduction  of  United  States 
economic  aid  (including  loans),  and  still  maintain  a  high  level  of  imports 
from  the  United  States.  Their  gold  and  dollar  holdings  have  increased  by 
about  8  billion  dollars  in  the  last  five  years  and  are  now  50  percent  higher 
than  in  1937.  Official  monetary  reserves  outside  the  sterling  area  are  prob¬ 
ably  better  distributed  today  than  ever  before,  from  the  standpoint  of  their 
relation  to  the  volume  of  imports  and  the  different  needs  of  foreign  countries 
for  liquid  balances  to  meet  fluctuations  in  export  earnings. 

Numerous  factors  have  contributed  to  the  great  improvement  in  the 
dollar  position  of  foreign  economics.  The  outstanding  fact  is  the  great 
increase  in  their  productive  power,  which  has  enabled  them  to  increase 
exports  to  the  United  States  while  meeting  their  own  enlarged  domestic 
requirements.  Some  part,  of  course,  of  the  current  dollar  earnings  of 
foreign  countries  arises  from  our  Government’s  expenditures  abroad  for 
military  goods  and  services.  These  amounted  to  an  estimated  2.5  billion 
dollars  in  1953,  which  is  equal  to  about  15  percent  of  our  total  payments 
for  foreign  goods  and  services  and  about  equal  to  the  increase  in  foreign 
holdings  of  gold  and  dollar  balances  during  the  year. 

Changes  since  1947  in  the  current  account  balances  of  major  trading 
areas  with  the  United  States  are  shown  in  Chart  25.  The  most  notable 
improvement  was  recorded  in  the  transactions  of  Western  Europe,  which 
closed  with  an  estimated  surplus  of  1.5  billion  dollars  in  1953,  in  contrast 
to  a  deficit  of  over  5  billion  in  1947.  The  industrial  production  of 
Western  Europe  is  now  running  about  40  percent  above  1938,  and  the 
volume  of  exports  has  risen  by  some  60  percent,  while  imports — including 
raw  materials  processed  for  export — are  only  slightly  above  their  prewar 
level. 

The  recovery  of  the  sterling  area  from  the  post-Korean  deficits  began  in 
mid- 1952  and  continued  in  1953  with  the  accumulation  of  a  surplus  of 
about  half  a  billion  dollars  in  its  current  transactions  with  the  United  States. 
The  growth  of  economic  activity  throughout  the  free  world  sustained  the 
volume  of  exports  of  the  independent  sterling  area  countries  and  facilitated 
the  adaptation  of  their  economies  to  the  collapse  of  the  raw  materials  price 
boom  in  1951.  The  same  was  generally  true  of  raw  material  exporting 
countries. 
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The  current  account  deficit  of  the  Western  Hemisphere  in  1953  is 
traceable  entirely  to  Canada  whose  deficit  was  offset  by  United  States 
private  investments  and  by  net  exports  to  other  countries.  The  countries 
of  Latin  America,  taken  as  a  whole,  were  close  to  a  balance  in  their  1953 
current  account;  but  it  should  be  noted  that  this  resulted  partly  from  the 
tighter  import  controls  imp)osed  by  some  of  them.  Difficult  readjustments 
are  still  in  prospect  in  Far  Eastern  countries  whose  normal  trade  patterns 
were  distorted  by  the  Korean  war  and  other  political  disturbances. 
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Summary 

This  chapter  has  attempted  to  present  and  interpret  the  salient  economic 
developments  of  the  year,  from  the  viewpoint  of  the  American  economy.) 
with  only  the  minimum  of  detail  needed  to  grasp  the  meaning  of  what  has 
occurred.  To  help  others  to  arrive  at  their  own  interpretations,  extensive 
statistical  tables  are  presented  in  Appendix  G. 

In  the  interest  of  balanced  judgment,  it  will  be  useful  to  keep  in  mind 
the  following  facts  and  considerations  about  the  past  year:  (1)  The  year 
was  very  prosperous  with  output  at  a  record  level,  incomes  widely  distributed, 
unemployment  low,  and  prices  stable  on  the  average,  (2)  In  the  fint 
half  of  the  year  the  economy  used  much  of  both  its  manpower  and  equip¬ 
ment  on  an  overtime  basis.  (3)  If  the  buoyant  demand  for  business  credit 
in  the  early  months  of  the  year  had  not  been  restrained,  prices  would 
have  risen  more  than  they  did,  since  production  was  at  a  practical  maximuir. 
for  the  time  being.  (4)  Our  economy  is  a  system  of  interdependent  parts 
When  it  ojjerates  at  overtime,  it  is  sensitive  to  even  minor  disturbances,  such 
as  always  keep  occurring  in  the  sphere  of  both  private  and  public  action. 
(5)  In  a  free  economy  a  perfect  balance  between  production  and  sales  is 
an  ideal  that,  at  best,  can  only  be  approximated.  (6)  Although  retail 
sales  remained  high,  they  failed  to  match  production  in  the  first  half  of 
the  year.  Meanwhile  expenditures  on  services  (quite  apart  from  housing) 
increased  considerably,  and  personal  holdings  of  liquid  assets  were  much 
enlarged.  (7)  The  letdown  of  economic  activity  in  the  second  half  of  tht 
year  was  slight.  (8)  Apart  from  businessmen’s  purchases  of  additions  tc 
inventories,  expenditure  in  the  last  quarter  of  1953  was  substantially  at  the 
same  rate  as  in  the  second  quarter.  (9)  The  year  closed  with  our  economy 
at  a  very  high  level  of  activity  when  judged  by  any  reasonable  historical 
standard.  ( 10)  On  the  international  front,  monetary  inflation  was  generally 
stopped,  and  foreign  reserves  of  gold  and  dollars  were  greatly  augmented. 
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Chapter  3 

Governmental  Policy  in  a  Year 
of  Economic  Change 

Throughout  1953  the  Federal  Government  was  guided  by  the 
broad  objectives  outlined  in  Chapter  1 — the  stimulation  of  output  and 
employment,  the  protection  of  the  purchasing  power  of  the  dollar  against 
further  shrinkage,  the  wide  distribution  of  the  fruits  of  expanding  activitv. 
and  the  extension  of  international  trade  and  investment. 

Preventing  Inflation 

Economic  activity  increased  rapidly  during  the  early  months  of  the 
year.  Production  and  employment  kept  rising,  while  unemployment  de¬ 
clined  to  evcr-lower  levels  and  reached  1.8  percent  of  the  civilian  labor 
force  in  October — the  lowest  recorded  rate  of  unemployment  since  World 
War  1 1.  Although  prices  remained  fairly  stable  on  the  average,  the  prices 
of  many  individual  commodities  reflected  ominously  the  increasing  pressure 
of  demand.  Under  the  circumstances,  wages  could  be  expected  to  move 
upward — and  to  some  extent  they  did.  The  possibility  of  an  upward 
spiral  of  prices  and  wages  was  enhanced  by  certain  steps  taken  by  the 
Government  to  broaden  the  scope  of  private  enterprise — especially  the  re¬ 
moval  of  price  and  wage  controls.  There  was  talk  in  these  early  months  of  a 
“confidence  boom,”  as  the  American  people  saw  themselves  free  to  embark 
on  new  productive  enterprises. 

Economic  life  in  a  dynamic  society  is  in  constant  flux.  As  the  economy 
undergoes  changes,  first  one  problem,  then  another,  comes  to  the  surface 
and  requires  attention.  During  the  first  months  of  the  year,  when  the 
economy  seemed  to  be  entering  a  new  phase  of  inflation,  the  immediate 
concern  of  the  Government  was  the  protection  of  the  value  of  the  people’s 
money.  Both  credit  policy  and  fiscal  policy  were  aimed  at  this  objective. 
The  Federal  Reserve  System  allowed  the  buoyant  demand  for  credit  to 
adjust  itself  to  the  restricted  market  supply.  In  January  the  discount 
rate  was  raised  from  1%  percent  to  2  percent,  thus  bringing  it  into  line 
with  other  rates  and  discouraging  member  bank  borrowing  at  the  Reserve 
Banks.  In  response  to  their  tight  reserve  position,  commercial  banks  early 
in  1953  reduced  their  holdings  of  Government  securities.  The  Treasury 
harmonized  its  policy  with  that  of  the  Federal  Reserve  System,  by  seeking 
to  obtain  from  investors  other  than  banks  the  funds  that  it  needed  to  finance 
the  Government.  Interest  rates  of  all  sorts  rose  steadily  and  the  rise,  up 
to  a  point,  was  salutary.  It  served  to  check  the  effective  demand  for  pri- 


vate  loans,  made  lenders  more  discriminating  in  extending  new  credits,  and  , 
thus  not  only  restrained  the  growth  of  credit  but  also  prevented  the  quality 
of  the  outstanding  debts  from  deteriorating,  as  is  their  wont  when  business 
booms.  At  the  same  time,  a  Presidential  Tax  Message  to  the  Congress,  on 
May  20,  1953,  recommended  that  the  excess-profits  tax,  which  was  scheduled 
to  expire  on  June  30,  1953,  be  extended  for  another  six  months.  Although 
this  tax  was  injurious  to  enterprise  and  hurtful  to  new  firms  trying  to  grow, 
it  seemed  imprudent  to  cut  any  tax  at  a  time  when  the  Government 
was  operating  at  a  deficit  and  when  there  was  still  a  latent  danger  of 
inflation. 

The  restrictive  monetary  and  debt  management  policies  pursued  in  the 
early  months  of  the  year  had,  however,  a  more  potent  effect  than  was 
generally  expected.  It  was  not  that  the  policies  were  of  themselves  highly 
restrictive.  At  its  peak  the  open-market  commercial  paper  rate  was  only 
2.75  percent,  and  the  yield  on  high-grade  corporate  bonds  only  3.40  per¬ 
cent.  But  the  business  and  financial  community,  having  become  accus¬ 
tomed  over  many  years  to  credit  policies  that  facilitated  the  monetization 
of  the  Federal  debt,  no  longer  clearly  remembered  the  discipline  of  mone¬ 
tary  management  aimed  at  preventing  inflationary  booms,  with  which 
an  earlier  generation  had  had  experience.  A  new  30-year  Treasury  issue 
at  3}4  percent,  a  lifting  of  the  maximum  interest  rate  chargeable  on  FH.A- 
insured  and  VA-guaranteed  mortgages  to  4J/a  percent,  a  generally  rising 
yield  on  Government  bonds  and  other  securities — all  these  developments, 
combined  with  neutrality  on  the  part  of  the  Federal  Reserve  authorities, 
were  new  and  startling  to  many  bankers,  mortgage  lenders,  and  businessmen 
who,  while  gravely  fearing  inflation  and  wishing  to  see  it  curbed,  apparently 
underestimated  the  practical  adjustments  that  its  containment  would 
require. 

The  demand  for  credit  that  developed  in  May  and  June  was  not,  there¬ 
fore,  confined  to  the  funds  needed  for  current  operations.  Part  of  it  was 
anticipatory,  generated  by  fears  or  expectations  that  interest  rates  would 
rise  higher,  perhaps  considerably  higher,  while  new  credit  might  become 
difficult  to  obtain.  In  a  modern  money  market,  the  forces  that  shape 
expectations  of  borrowers  arc  bound  to  influence  lenders  as  well.  At  the 
very  time  when  the  demand  for  credit  was  rising  insistently,  some  Icnden 
became  reluctant  to  commit  funds  for  future  use  at  existing  interest  rates, 
and  their  hesitation  added  perceptibly  to  the  strain  on  the  money  and  capital 
markets. 

CoNTROLUNO  THE  READJUSTMENT 

The  Federal  Reserve  authorities  resp)onded  to  the  incipient,  and  p>ossibly 
dangerous,  scramble  for  liquidity  with  a  degree  of  promptness  and  vigor 
for  which  there  is  no  close  parallel  in  our  central  bank  history.  Between 
early  May  and  early  July  the  Federal  Reserve  System  increased  its  holdings 
of  United  States  Government  securities  by  1.2  billion  dollars.  By  pur¬ 
chasing  securities  the  System  augmented  the  reserves  of  member  banb, 
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reduced  their  need  for  borrowing,  and  improved  their  ability  to  extend 
credit  to  consumers,  farmers,  and  business  firms.  A  further,  and  System- 
wide,  step  was  taken  on  June  24  when  the  Federal  Reserve  authorities  an¬ 
nounced  a  reduction  of  reserve  requirements  from  24  to  22  percent  on 
demand  deposits  in  central  reserve  city  banks,  from  20  to  19  percent  in 
reserve  city  banks,  and  from  14  to  13  percent  in  country  banks.  This  action 
promptly  released  reserves  to  every  member  bank  of  the  System,  ended  the 
current  tightness  of  the  credit  market,  and  gave  assurance  to  the  business 
community  that  the  needs  for  private  credit  and  Treasury  financing  during 
coming  months  could  be  readily  met  by  the  banks. 

The  easing  of  tension  in  the  money  markets  was  speeded  by  the  realiza¬ 
tion  that  the  Treasury  would  coordinate  its  management  of  the  public  debt 
with  the  easier  credit  policy  of  the  Federal  Reserve  System.  Between 
August  and  December  the  System  again  added  substantially  to  its  holdings 
of  Government  securities,  partly  to  meet  seasonal  requirements  for  currency 
and  credit,  and  partly  to  strengthen  further  the  lending  power  of  the  mem¬ 
ber  banks.  In  the  meantime,  the  Treasury,  while  adhering  to  its  policy  of 
lengthening  the  maturities  of  the  outstanding  Federal  debt,  brought  out 
issues  that  competed  to  a  minimum  with  the  demands  for  long-term  credit 
by  business  firms  and  State  and  local  governments.  Interest  rates  begah 
declining  in  June,  and  in  the  following  months  mortgage  credit,  as  well  as 
credit  for  other  needs,  became  more  plentiful. 


1  Flexibility  in  Credit  and  Fiscal  Policies 

The  maintenance  of  a  high  and  expanding  level  of  output  and  employ- 
J  ment  is  a  definite  objective  of  our  society.  So  also  is  the  maintenance  of  a 
■  reasonably  stable  level  of  consumer  prices.  The  pursuit  of  these  twin  ob¬ 
jectives  involves  the  Government  in  difficult,  yet  inescapable,  responsibili- 
;  ^  ties.  The  road  of  reasonably  full  employment  without  price  inflation  is 
[  ,  narrow.  There  is  always  the  danger  that  our  economy,  by  moving  a  little 
’  too  far  to  one  side  of  the  road,  will  enter  the  zone  of  inflation,  or  by  moving 
»  too  far  to  the  other  side,  will  slip  into  the  zone  of  contraction.  What  we 
plainly  need  and  want  to  do  is  to  stay  firmly  on  the  road,  which  means  that 
j  we  must  moderate  economic  movements  before  they  acquire  large  momen¬ 
tum.  Our  ability  to  do  so  is  limited,  however,  partly  because  the  economy 
I  i  is  subject  to  the  shifting  moods  and  modes  of  human  behavior,  partly  also 
because  the  makers  of  policy  cannot  predict  with  scientific  closeness  the 
strength  of  the  responses  which  their  actions  may  generate.  Under  the 
circumstances,  governmental  policies  must  either  be  flexible,  adjusting  to 
new  and  unforeseen  developments,  or  run  the  peril  of  courting  disaster. 
But  flexible  policies,  adapted  with  promptness  and  vigor,  require  courage 
and  candor  on  the  part  of  Government  officials.  The  success  with  which 
flexible  monetary  and  debt  management  policies  were  used  in  1953,  first  to 
prevent  inflation  and  later  to  avert  credit  stringency,  should  inspire  confi- 
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dence  among  all  citizens  in  the  capacity  and  readiness  of  Government  to 
respond  promptly  to  changes  in  economic  circumstances. 

Fiscal  policy  is  a  less  flexible  instrument  than  either  monetary  or  debt 
management  policy  for  keeping  the  economy  on  the  narrow  path  that 
separates  inflation  from  recession.  But  Federal  operations  are  now  so  large 
a  factor  in  our  economy  that  their  variations,  whether  on  the  revenue  or 
expenditure  side,  are  bound  to  have  a  significant  impact  on  our  economy. 
The  deliberate  use  of  fiscal  policy,  in  the  interest  of  maintaining  a  sound 
economy,  bears  great  promise  for  the  future,  and  the  actions  taken  in  1953 
reflected  this  concern.  Early  in  the  year,  when  inflation  was  still  a  real 
danger,  it  seemed  reasonable  to  expect  that  in  another  six  or  twelve  months 
the  boom  might  recede  and  that  at  such  a  time  some  reduction  in  taxes 
would  become  appropriate.  In  the  meantime,  the  only  proper  course  was  to 
maintain  taxes  while  seeking  to  curtail  expenditures.  The  Tax  Message, 
submitted  to  the  Congress  on  May  20,  1953,  therefore  called  for  full  main¬ 
tenance  of  all  taxes  during  1953,  but  suggested  that  taxes  might  be  reduced 
in  January  1954. 

As  the  year  wore  on,  tax  policy  was  continually  reviewed  by  the  Treasury, 
not  only  from  the  viewpoint  of  moving  toward  a  budgetary  balance,  but  also 
m  the  light  of  the  economic  situation  at  large  and  the  part  that  fiscal  polio 
could  play  in  contributing  to  economic  growth  and  stability.  By  late  Sep¬ 
tember  it  was  clear  that  the  existing  danger  of  inflation  had  passed,  and  that 
the  prospective  reduction  of  Federal  expenditure  would  justify  some  tax 
reduction.  The  Secretary  of  the  Treasury  therefore  announced  in  the  plain¬ 
est  possible  language  that  the  Administration,  besides  relinquishing  the 
excess-profits  tax,  would  not  seek  to  postpone  the  reduction  of  the  personal 
income  tax,  averaging  approximately  10  percent,  scheduled  for  January  1, 
1954.  This  unequivocal  promise  of  tax  relief  to  both  families  and  business 
firms  bolstered  confidence  at  a  time  when  trade  and  employment  were  slip¬ 
ping  slightly.  In  coming  months  these  well-timed  tax  reductions  arc  likely 
to  give  substantial  support  to  consumer  and  investment  markets. 

Another  significant  step  taken  in  1953  was  to  broaden  the  scope  of  credit 
policy  as  a  stabilizing  tool,  by  extending  its  role  to  the  housing  industry. 
When  the  Congress  originally  gave  authority  to  the  Federal  Housing  Admin¬ 
istration  to  insure  mortgages,  the  law  specified  maximum  terms  of  insurable 
loans  rather  than  mandatory  terms.  As  it  turned  out,  the  broad  powers 
conferred  by  the  Congress  were,  with  few  exceptions,  used  over  the  years 
to  reduce  interest  rates  on  mortgages,  to  reduce  the  down  payments  required 
of  purchasers,  and  to  lengthen  the  maturities  of  the  mortgages.  The  conse¬ 
quence  has  been  that  the  housing  market  augmented  the  total  demand  for 
credit  when  general  economic  conditions  justified  it,  and  also  when  they 
did  not.  Last  year,  when  the  Congress  considered  further  liberalizati(» 
of  FHA  mortgage  credit,  the  Administration  recommended  that  the  liber¬ 
alization  be  made  permissive,  that  is,  that  it  be  allowed  only  at  the  direc¬ 
tion  of  the  President.  The  Housing  Amendments  of  1953,  as  passed  by  the 
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eadjustment  of  agriculture.  The  net  income  of  farmers,  which  began 
Inclining  in  1947,  continued  to  fall  during  1953.  The  restoration  of  agri- 
ulture  in  foreign  countries  sharply  curtailed  American  exports,  while  our 
Utulory  price  support  levels  served  to  augment  accumulating  surpluses  of 
'  *ny  farm  products.  Widespread  drought  added  to  the  agricultural  troubles 
>f  the  year,  especially  of  cattle  farmers.  Confronted  with  these  difficulties, 
lie  Government  took  steps  to  aid  the  farm  economy.  The  commitments 
the  Commodity  Credit  Corporation  increased  by  approximately  3  billion 
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dollars  during  the  year.  Relief  was  extended  promptly  to  the  farms  in 
drought-stricken  areas.  Extensive  governmental  purchases  of  beef  were 
undertaken,  with  a  view  to  checking  a  collapse  of  cattle  prices  and  at  the 
same  time  benefiting  the  school-lunch  program.  A  large  gift  of  wheat  was 
made  to  Pakistan,  and  a  program  of  famine  relief  to  friendly  nations  was 
instituted. 

While  these  and  other  acts  of  Government  have  aided  the  farmers,  it  is 
well  to  recognize  that  they  do  not  provide  a  permanent  solution  of  the 
problems  facing  American  agriculture.  To  adjust  to  their  new  technology 
and  the  altered  world  economic  situation,  farmers  will  need  the  continued 
assistance  of  Government.  But  even  more  important  than  what  the  Govern¬ 
ment  does  specifically  to  help  the  farmer  are  the  policies  that  it  pursues  to 
help  maintain  an  expanding  domestic  market.  And  what  is  true  of  agricul¬ 
ture  is  equally  true  of  other  industries.  As  long  as  employment  and  pro¬ 
duction  in  the  entire  economy  are  at  high  levels,  the  adjustment  required  of 
individual  industries  by  shifts  in  demand  or  technology  can  normally  be 
carried  through  with  greatly  reduced  hardship.  Therefore,  an  essential 
part  of  the  solution  of  the  problems  of  agriculture,  as  well  as  of  other  indus¬ 
tries  undergoing  structural  readjustment,  lies  in  moderating  the  fluctuations 
and  promoting  the  growth  of  general  business. 

Looking  Ahead 

The  Federal  Government  has  a  special  responsibility  to  use  its  powers  to 
curb  both  inflationary  or  depressive  tendencies  of  the  economy.  To  dis¬ 
charge  this  responsibility,  it  must  be  in  a  state  of  readiness  to  cope  with  new 
situations  that  can  never  be  fully  foreseen.  For  this  reason,  the  Council  of 
Economic  Advisers  was  instructed  early  in  the  year  to  design  plans  for  deal¬ 
ing  with  a  business  depression,  although  none  was  in  sight. 

The  Council’s  continuing  studies  have  covered  a  wide  range  of  private 
and  governmental  measures  for  preventing  and  curbing  recession.  One  of 
them,  devoted  to  the  expansibility  of  public  works,  pointed  to  the  need  for 
developing  a  continuous  inventory  of  sound  projects,  classified — among  other 
ways — according  to  their  cost  or  divisibility,  so  that  s«ame  speed  and  flexibility 
might  be  gained  in  a  public  works  program.  The  study  concluded  that,  al¬ 
though  ample  engineering  plans  are  now  in  existence  for  expanding  public 
works  if  that  should  become  desirable  in  the  near  future,  it  would  be  prudent 
to  take  steps  to  insure  a  continuous  flow  of  carefully  drawn  and  sifted  plans. 
Accordingly,  the  Bureau  of  the  Budget,  despite  strenuous  efforts  to  enforce 
governmental  economy  and  bring  expenditures  into  line  with  revenues,  on 
July  9,  1953  informed  the  heads  of  all  executive  departments  and  estab¬ 
lishments  as  follows  on  the  budget  policy  for  the  fiscal  year  1955:  “In¬ 
creased  emphasis  will  be  given  to  the  development  of  plans  for  authorized 
high  priority  projects  to  a  stage  where  these  projects  could  qualify  for  con¬ 
struction  at  a  time  when  new  construction  starts  would  be  consistent  with 
a  less  restrictive  budgetary  policy.” 
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Postering  Individual  Enterprise 


In  this  review  of  governmental  policy  during  the  past  year,  emphasis  has 
been  placed  on  the  steps  taken  to  keep  the  economy  from  veering  either 
toward  inflation  or  toward  contraction.  Economic  stability,  as  the  first 
chapter  of  this  Report  has  brought  out,  is  not  only  essential  for  the  well¬ 
being  of  the  American  people  and  of  the  entire  free  world,  but  is  one  of  the 
basic  requisites  of  continued  progress  toward  the  greater  national  security 
and  higher  living  standards  to  which  our  citizens  aspire.  The  American 
people  will  not  be  long  content  with  employment  opportunities  that  are 
merely  stable,  or  with  a  stationary  standard  of  living.  Nor  do  they  wish  or 
expect  their  Government  to  give  them  jobs  and  thereby  gain  control  over 
their  individual  lives.  But  if  there  is  to  be  expanding  private  employment, 
there  must  be  employers.  Their  prospect  of  reward  may  not  need  to  be 
so  large  as  an  earlier  generation  believed,  but  it  must  be  sufficient  to  impel 
men  to  assume  the  risks  of  enterprise  and  innovation. 

These  precepts  guided  the  Government  during  the  past  year.  One  of 
the  first  steps  taken  was  to  remove  the  direct  controls  of  prices,  which  inter¬ 
fered  with  the  normal  function  of  markets  to  adjust  supply  to  demand,  and 
the  direct  controls  of  wages,  which  then  needlessly  restricted  collective  bar¬ 
gaining  between  employees  and  employers.  The  Government  has  also 
taken  careful  and  significant  steps  to  redraw  the  line  separating  public  from 
private  activities,  so  that  Government  could  divest  itself  of  functions  that 
private  enterprise  can  perform  more  efficiently.  Thus  provision  was  made 
to  dispose  of  the  Government’s  rubber  plants,  to  liquidate  the  Reconstruc¬ 
tion  Finance  Corporation,  to  sell  the  unprofitable  Federal  barge  lines,  to 
remove  Federal  roadblocks  to  the  development  of  electric  power  by  local 
enterprise,  private  or  public,  and  to  encourage-  -under  proper  governmental 
safeguards — private  experimentation  with  industrial  uses  of  atomic  energy. 
At  the  same  time,  the  Federal  Government  has  sought  to  broaden  the  scope 
of  home  ownership  and  of  the  social  security  system,  so  that  more  people 
might  gain  a  greater  measure  of  security  in  a  dynamic  environment.  To 
these  important  problems,  reference  is  made  later  in  this  Report. 

International  Economic  Policy 

The  aim  of  the  Federal  Government  during  the  past  year  was  to  maintain 
stability  in  the  field  of  commercial  policy,  pending  a  broad  survey  of  all  as¬ 
pects  of  our  international  economic  relations.  At  the  President’s  request 
the  Congress  extended  for  one  year  the  Reciprocal  Trade  Agreements  pro¬ 
gram  without  major  amendment,  and  set  up  a  Commission  on  Foreign 
:  Economic  Policy  to  recommend  appropriate  means  for  the  improvement  of 
international  trade — “consistent  with  a  sound  domestic  economy,  our  for¬ 
eign  economic  policy,  and  the  trade  aspects  of  our  national  security  and  total 
foreign  policy.”  In  line  with  the  President’s  recommendation,  the  Con¬ 
gress  also  enacted  the  Customs  Simplification  Act  designed  to  simplify,  and 
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to  remove  the  inequities  of,  customs  regulations.  The  United  States  par-  I 
ticipated  in  international  efforts  to  stabilize  the  markets  for  wheat  and  sugar.  | 
Extensive  military  and  economic  assistance  to  foreign  countries  was  con-  | 
tinned,  but  with  the  improvement  in  the  economic  strength  of  Western  | 
Europe,  the  economic  aid  program  was  curtailed.  Emphasis  was  also  con-  J 
tinned  on  fostering  improvements  in  the  industrial  productivity  of  friendly  I 
countries,  in  the  interest  of  stimulating  their  economic  development  and  ] 
raising  the  living  standards  of  their  people.  j 

The  Federal  Budget 

The  key  to  governmental  planning  for  economic  growth  is,  of  course,  i 
the  Federal  budget.  Generally  speaking,  it  sums  up  every  activity  under¬ 
taken  by  the  Government  for  the  people,  and  every  payment  by  the  people  1 
to  the  Government.  The  average  rate  of  taxation,  by  all  levels  of  govern-  | 
ment,  on  individual  and  corporate  incomes  is  now  about  as  high  as  at  the  fj 
peak  of  the  war  effort  against  the  Axis  (see  Chart  27),  and  the  total  tax  n 
revenue  is  even  higher,  since  the  national  income  has  grown.  If  economic  g 
incentives  are  to  prove  adequate,  some  reduction  of  taxes — provided  it  1 
does  not  occur  at  the  cost  of  weakening  the  Nation’s  security — is  necessary. 
The  Government  has  therefore  set  about  energetically  to  bring  down  the 
rate  of  expenditure  and  thus  pave  the  w-ay  for  tax  reductions,  so  that 
people  may  have  more  of  their  own  income  to  spend  instead  of  having  the 
Government  spend  it  for  them. 

Initial  efforts  have  met  with  success.  New  obligational  authority  for 
the  fiscal  year  1954,  which  was  estimated  at  71.8  billion  dollars  in  the 
Budget  Message  of  January  9,  1953,  has  been  reduced  to  an  estimated  60.7 
billion  dollars.  Budget  expenditures  were  originally  set  at  77.9  billion 
dollars  for  the  fiscal  year  1954,  or  3.9  billion  more  than  in  the  preceding 
fiscal  year.  As  it  now  appears,  expenditures  will  be  70.9  billion  dollars,  or 
3.1  billion  less  than  in  fiscal  1953.  This  curtailment  of  expenditures,  com¬ 
bined  with  higher  receipts,  has  brought  the  Federal  budget  within  sight  of 
a  balance.  The  budget  deficit,  which  reached  the  disconcerting  magnitude 
of  9.4  billion  dollars  in  the  fiscal  year  1953,  is  now  estimated  at  3.3  billion 
dollars  for  the  fiscal  year  1954.  The  improvement  in  the  cash  budget  for  \ 
fiscal  1954  is  even  more  impressive,  involving  a  shift  from  a  cash  deficit  of  ^ 
5.3  billion  dollars  to  an  estimated  cash  deficit  of  about  200  million.  The  j 
effort  to  reduce  the  scale  of  governmental  expenditure,  and  with  it  receipts  ■ 
from  taxation,  will  be  continued  in  the  months  and  years  ahead  (see  Ap¬ 
pendix  D) ,  though  the  precise  rate  of  both  the  one  and  the  other  may  need 
to  be  varied  according  to  general  economic  conditions  and  the  state  of  our 
international  relations.  In  a  rapidly  changing  world,  such  as  we  live  in, 
there  is  no  simple  fiscal  formula  that  will  be  suitable  under  all  conditions. 

It  must  also  be  recognized  that,  while  it  is  desirable  to  bring  down  the 
scale  of  Government,  our  society  has  become  so  complicated  that,  quite 
apart  from  the  large  and  continuing  needs  for  defense,  the  Government  now 
properly  assumes  obligations  unknown  to  earlier  generations.  The  im- 
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provement  in  the  health,  security,  and  industrial  efficiency  of  the  f)opulation 
is  a  large  and  growing  concern  of  Government.  So  also  is  the  maintenance 
of  sound  banking,  competition,  and  the  general  conditions  of  stable  eco¬ 
nomic  prosperity.  So,  too,  is  the  promotion  of  scientific  knowledge — which 
is  the  most  important  of  all  factors  in  the  marvelous  rise  of  our  industrial 
productivity.  Thus  during  the  past  year,  while  Federal  expenditures  were 
being  cut  in  many  directions,  the  outlays  on  research  and  development- 
including  those  connected  with  national  security  activities — were  allowed 
to  grow.  They  came  to  about  2.5  billion  dollars  out  of  a  total  national  ex¬ 
penditure  on  research  of  4  billion  (see  Appendix  F) .  The  building  of  new 
knowledge  must  continue,  for  it  is  our  surest  promise  of  expanding  economic 
opportunities  in  a  growing  America. 
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Chapter  4 

Appraisal  of  the  Current  Economic  Situation 

As  WE  TURN  from  1953  to  the  current  year,  we  must  first  of  all 
>•  recognize  the  limitations  of  attempts  at  prevision.  Despite  the  great 
improvement  of  statistical  knowledge,  it  is  impossible  to  deduce  the  future 
from  statistics  of  the  present,  or  to  infer  it  from  records  of  the  past.  Only 
those  who  adhere  to  a  mechanistic  view  of  history  and  of  human  behavior, 
or  who  are  enamored  of  forecasting  formulae,  can  entertain  such  illusions. 
The  best  we  can  hope  for  is  to  minimize  errors  of  miscalculation  through 
making  full  use  of  available  data,  and  to  give  due  recognition  to  those 
elements  of  uncertainty  that  attach  to  both  the  present  and  the  future. 

The  settling  of  economic  activity  during  recent  months  has  not  caught 
American  industry  by  surprise.  Long  before  last  summer,  alert  business¬ 
men  were  aware  that  the  stimulus  of  rising  business  activity  from  defense 
expenditures  was  likely  to  lessen.  They  recognized  that  a  readjustment  of 
this  character,  in  which  a  decrease  in  Federal  Government  expenditure  would 
be  accompanied  by  a  reduction  of  taxes,  would  provide  a  more  durable  basis 
for  business  enterprise.  The  generally  prosperous  level  of  economic  activity 
during  1953  facilitated  the  corrective  process  that  has  been  under  way  in 
many  lines.  Instead  of  culminating  in  a  single  climax  of  activity,  and  then 
going  into  a  general  and  abrupt  decline,  the  economy  has  displayed  a  con¬ 
siderable  diversity  of  movement,  so  that  continued  strength  in  some  quarters 
has  allowed  time  for  adjustment  in  others. 

The  slight  decreases  of  production  since  mid-summer  reflect  primarily 
a  decline  in  the  rate  of  inventory  accumulation.  Final  purchases  of  output 
by  business,  consumers,  and  Government  have  kept  up  very  well.  Thus  far 
at  least,  the  readjustment  process  has  been  largely  a  matter  of  reducing 
excessive  inventories,  especially  of  consumer  durable  goods.  While  com¬ 
petition  has  become  keener,  business  firms  have  shown  little  disposition 
to  liquidate  their  excess  stocks  in  ways  that  might  aggravate  the  situation. 
By  granting  more  favorable  terms,  by  adjusting  prices  here  and  there,  and 
by  applying  more  effort  to  selling,  businesses  should  be  able  to  ease  their 
inventory  situations  and  achieve  a  better  balance  between  production  and 
sales  during  the  next  few  months — providing  final  expenditures  continue  at 
their  recent  high  and  stable  level.  Such  a  corrective  process  seems  clearly 
to  have  gone  some  distance.  Over  the  last  two  months  of  1953  inventories 
declined  generally,  while  retail  sales  were  generally  sustained.  Should  this 
development  continue,  the  moderate  contraction  now  under  way  would 
come  to  a  halt  soon. 
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Within  the  over-all  movement  of  the  wholesale  price  index,  the  pattern 
of  recent  changes  has  been  significantly  different  for  farm  products,  indus¬ 
trial  raw  materials,  and  industrial  finished  goods.  The  prices  of  industrial 
raw  materials  dropped  sharply  from  a  pbak  in  the  spring  of  1951,  and  con¬ 
tinued  to  decline  thereafter.  The  prices  of  other  industrial  commodities 
declined  very  moderately  from  early  1951  through  late  1952  and  then  rose 
very  moderately  through  1953.  As  a  result  of  these  diverse  movements, 
there  existed  a  sounder  price  relationship  between  raw  materials  and  finished 
goods  at  the  end  of  1953  than  in  the  immediate  post-Korean  period.  Some 
downward  adjustments  in  manufacturers’  prices  for  finished  goods  may 
occur  during  the  next  few  months,  reflecting  the  earlier  price  decline  of 
raw  materials. 

During  the  recent  series  of  prosperous  years,  and  in  contrast  to  earlier 
periods,  purchasers  of  corporate  securities  have  capitalized  earnings  on 
a  basis  that  neither  caused  a  prolonged  advance  in  prices  nor  absorbed 
large  amounts  of  credit.  Stock  prices  pursued  a  slow  downward  move¬ 
ment  during  the  first  three  quarters  of  1953,  followed  by  an  upturn  begin¬ 
ning  in  September.  This  change  of  direction  would  appear  to  register 
favorable  expectations  of  investors.  Although  changes  in  security  prices 
are  not  always  reliable  guides  to  subsequent  business  developments,  security 
market  movements  sometimes  reflect  changes  before  they  are  recorded  in 
other  statistics. 

Economic  readjustments  require  time  for  completion.  Those  we  have 
considered  so  far  have  been  facilitated  by  the  high  level  of  aggregate 
spending  throughout  the  past  year.  In  considering  the  future,  the  basic 
question  concerns  the  level  of  final  expenditure.  To  the  prospects  of  the 
major  classes  of  expenditure — those  by  business,  consumers,  and  Govern¬ 
ment — attention  is  now  directed. 
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Plant  and  Equipment  Expenditures 

Recent  surveys  indicate  that  business  firms  have  little  disfxjsition  to  change 
their  planned  capital  outlays  because  of  the  mild  decline  in  output  since 
last  summer.  A  survey  conducted  two  months  ago  by  the  Department  of 
Commerce  and  the  Securities  and  Exchange  Commission  disclosed  that 
businesses  expected  to  maintain  the  average  1953  rate  of  capital  spending 
during  the  first  quarter  of  1954.  Plans  of  electric  utilities  and  commercial 
enterprises  pointed  to  an  increase  over  1953  and,  with  the  exception  of 
railroads,  other  major  industry  groups  expected  their  spending  early  in  1954 
to  be  close  to  1953  rates.  The  McGraw-Hill  sur/ey  of  investment  plans 
for  1954  indicated  that  businesses  intended  to  spend  for  plant  and  equipment 
about  5  percent  less  than  the  unprecedented  28  billion  dollars  spent  in  1953. 
Statistics  on  contracts  for  commercial  and  industrial  construction  likewise 
indicate  a  high  level  of  investment  expenditure  in  the  early  months  of  1954. 

In  evaluating  the  outlook  for  fixed  investment,  it  is  also  well  to  examine 
“norms”  provided  by  past  experience.  Historical  data  indicate  a  steady 
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growth  in  the  physical  stock  of  capital  from  1910  to  about  1930,  a  virtual 
flattening  out  of  the  curve  during  the  depression  of  the  thirties,  and  a 
pronounced  growth  since  the  end  of  World  War  II.  The  stock  of  capital 
expressed  as  a  ratio  to  output  shows  no  definite  trend  in  the  two  decades 
prior  to  the  Great  Depression;  it  rises  considerably  with  the  underutili¬ 
zation  of  resources  during  the  thirties,  and  drops  sharply  during  the  war 
years.  (See  Chart  28.)  An  upward  adjustment  in  the  capital-output  ratio 
took  place  as  a  result  of  heavy  postwar  investment,  but  the  ratio  is  still  low 
by  historical  standards.  It  is  important  to  note,  however,  that  the  low 
current  ratio  is  traceable  solely  to  plant.  The  equipment  ratio  rose  steadily 
between  the  end  of  the  war  and  1 949 ;  since  then,  it  has  remained  at  about 
the  level  that  prevailed  in  the  1910-29  period.  Thus,  on  the  basis  of  these 
uncertain  historical  yardsticks,  it  docs  not  seem  that  productive  facilities 
in  the  aggregate  arc  e.xccssive  at  the  present  time  relative  to  current  rates 
of  output. 

Profit  expectations  are,  of  course,  a  key  determinant  of  the  rate  of  invest¬ 
ment.  Throughout  the  postwar  period,  investment  has  been  higher  than 
would  be  expected  from  the  relationship  that  existed  in  earlier  years  between 
profits  and  investment.  This  persistent  postwar  excess  represents  in  part 
a  catching-up  process,  and  it  also  reflects  the  unusual  stimulus  of  Federal 
provisions  for  accelerated  depreciation.  In  part  it  may  also  represent  a 
change  in  the  relationship  between  profits  and  investment — as  a  result  of 
lower  interest  rates,  the  more  liquid  position  of  businesses,  and  the  increased 
pace  of  technological  change  and  obsolescence.  But  whether  or  not  there 
has  been  a  shift  in  the  long-term  relationship  between  profits  and  investment, 
it  is  clear  that  the  termination  of  the  excess  profits  tax  on  January  1,  1954 
will  give  some  support  to  investment. 

The  generally  strong  financial  [xjsition  of  business  firms  will  likewise 
help  to  support  a  high  level  of  investment  expenditure.  In  nonfinancial 
corporations,  the  ratio  of  cash  and  Government  security  holdings  to  all 
current  liabilities  was  substantially  higher  in  mid- 1953  than  before  the  war, 
partly  because  of  the  increase  in  accrued  tax  liabilities.  In  1953  the  ratio 
was  57  percent,  compared  with  29  percent  in  1929  and  in  1936.  While  the 
ratio  of  total  assets  to  total  debt  in  1 953  was  not  appreciably  higher  than  in 
prewar  years,  this  ratio  understates  the  financial  strength  of  business,  since 
a  considerable  volume  of  business  assets  is  still  being  carried  on  the  books 
of  corporations  at  prewar  prices. 

Research  and  development  activities  of  industry,  nonprofit  institutions, 
and  Government  are  steadily  enlarging  the  opportunities  for  new  investment. 
As  already  stated,  these  expenditures  reached  4  billion  dollars  in  1953. 
Over  one-third  of  this  amount  originated  in  industry;  and  a  still  larger 
proportion,  about  70  percent,  represented  work  done  in  industrial  estab¬ 
lishments  either  on  their  own  account  or  for  the  Government.  While  much 
of  the  research  outlay  of  recent  years  has  been  oriented  to  defense  needs,  the 
results  of  the  new  knowledge  are  largely  adaptable  to  civilian  uses.  Defense 


6i 


RATIO  OF  STOCK  OF  PLANT  AND 
EOUIPMENT  TO  OUTPUT' 


"*TIO  ratio 


SOURCES:  DEPARTMENT  OF  COMMERCE,  MACHINERY  AND  ALLIED  PRODUCTS  INSTITUTE, 
AND  COUNCIL  OF  ECONOMIC  ADVISERS. 
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research  expenditure  is  creating  opportunities  for  private  investment  on 
\  numerous  fronts — for  example,  scientific  instruments,  electronic  computers, 

^  electronic  and  other  process  controls,  communication  equipment,  radioiso¬ 
topes,  atomic  energy,  heat-  and  corrosion-resistant  metals  and  alloys,  high¬ 
speed  cutting  tools,  and  heavy  forge  presses.  Furthermore,  defense  research 
programs  have  trained  thousands  of  scientists  and  engineers  whose  skills 
are  facilitating  the  adaptation  of  new  techniques  to  civilian  uses  (see 
Appendix  F). 

The  emergence  of  a  long-range  outlook  among  business  firms  promises 
well  for  the  future,  the  magnitude  of  industrial  expenditures  for  research 
and  development  being  merely  one  evidence  of  this  outlook.  Another  is 
5  the  long-range  planning  of  investments,  partly  to  assure  growth,  partly  to 
meet  the  competition  of  other  enterprising  firms.  The  urge  or  need  to  cut 
^  costs  is  reflected  in  an  active  demand  for  automatic  controls  and  materials- 
handling,  inspection,  and  office  equipment.  It  also  is  accelerating  outlays 
for  the  modernization  of  existing  plant  and  equipment.  Despite  heavy 
!  postwar  installations,  a  substantial  volume  of  productive  facilities  is  ap- 
I  preaching  “normal”  retirement  age  or  has  become  obsolete  as  a  result 
of  recent  technological  advances. 

< 
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Housing  construction,  which  has  played  so  important  a  role  in  the  rapid 
rate  of  increase  of  investment  expenditures  since  World  War  II,  may  be 
expected  to  continue  at  a  level  close  to  that  of  1953.  Despite  the  record 
volume  of  home  building  in  recent  years,  we  are  still  confronted  by  a  good 
housing  market.  Vacancies  in  our  cities  are,  with  few  exceptions,  below 
the  level  regarded  as  necessary  for  a  healthy,  competitive  housing  market. 

During  the  next  few  years,  the  rate  of  formation  of  new  families  and 
households  is  likely  to  diminish  as  a  result  of  the  lower  birth  rate  of  the 
depressed  thirties.  Other  factors  on  the  side  of  demand  are  likely,  how¬ 
ever,  to  press  for  a  high  volume  of  residential  construction.  These  include 
the  continued  movement  of  the  city  population  toward  the  suburbs,  the 
high  birth  rate  of  recent  years,  and  the  improvement  of  incomes  during 
the  past  decade.  The  recent  easing  of  funds  in  the  mortgage  market  will 
strengthen  the  forces  of  supply  as  well  as  of  demand.  Further,  in  contrast 
to  earlier  times,  many  of  today’s  builders  have  considerable  overhead 
expenses  to  reckon  with,  and  they  will  not  be  averse  to  making  price 
concessions  if  this  will  help  to  keep  their  organizations  intact.  The  rental 
housing  market,  especially  in  the  medium-price  ranges,  has  been  neglected 
of  late  and  could  offer  investment  opportunities.  Finally,  if  the  volume 
of  housing  showed  persistent  signs  of  declining,  the  terms  of  FHA-insured 
mortgages  could  at  once  be  liberalized  under  existing  law. 

Taking  a  longer  view,  it  is  well  to  recognize  that  the  housing  industry 
has  become  less  vulnerable  to  recessionary  influences  and  is  less  likely  in 
turn  to  contribute  to  economic  instability,  as  the  result  of  a  number  of  in- 
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stitutional  changes  during  the  past  twenty  years.  The  introduction  of  the 
long-term,  amortized  mortgage,  and  the  establishment  of  a  system  of  mort¬ 
gage  insurance  and  guaranties,  also  the  establishment  of  the  Federal  Horae 
Loan  Bank  System  and  of  the  Federal  Savings  and  Loan  Insurance  Corpora¬ 
tion,  have  greatly  strengthened  the  home  mortgage  market.  While  facili¬ 
tating  the  maintenance  of  high  levels  of  residential  building,  they  have  also 
provided  more  protection  against  possible  economic  setbacks. 

Consumer  Expenditures 


The  influences  determining  consumer  spending  arc  many  and,  to  a  dis-  j 
concerting  degree,  unpredictable.  Such  factors  as  personal  income,  liquid  | 
assets,  size  and  age  of  stocks  of  durable  goods,  new  consumer  credit,  and  the  ^ 
repayment  burden  of  outstanding  debt  must  be  included  in  any  list  of  « 
elements  governing  consumer  expenditures  in  1954.  ; 

During  the  next  four  to  six  months,  the  disposable  income  of  individuals— 
that  is,  jDersonal  income  after  taxes — may  well  approximate  the  rate  of  the 
last  quarter  of  1953.  The  cut  in  jjcrsonal  income  taxes  of  about  10  percent, 
effective  January  1,  may  amount  to  about  3  billion  dollars  for  1954.  Al¬ 
lowing  for  an  increase  of  700-800  million  dollars  in  employee  and  self- 
employed  contributions  for  old-age  and  survivors  insurance,  there  will 
still  be  a  substantial  net  reduction  in  taxes,  which  will  tend  to  act  as  a  sup¬ 
port  to  disposable  personal  incomes.  Further  support  could  come  from  a 
moderate  rise  in  Government  transfer  payments,  such  as  unemployment 
compensation  and  the  pensions  to  elderly  workers  retiring  from  tlie  labor  ^  i 
force  in  a  more  competitive  market.  i  ■ 

The  proprortion  of  income  spent  for  consumer  goods  is  of  considerable 
significance  in  the  evaluation  of  the  economic  outlook.  In  terms  of  cur¬ 
rent  levels  of  disposable  income,  a  change  of  1  percent  in  the  spending  rate  , 
means  an  increase  or  decrease  of  about  2.5  billion  dollars  in  consumer  ex¬ 
penditures.  The  saving  rate  in  the  past  three  years  has  been  exceptionally 
high,  averaging  about  7.3  percent,  compared  with  4.5  percent  in  1929 
and  an  average  of  4.3  percent  in  1947-50  (see  Chart  29).  This  suggests 
that  businessmen  who  push  new  or  improved  products,  who  produce  estab-  ■ 
lished  goods  at  lower  costs,  or  who  practice  more  aggressive  salesmanship,  i 
will  find  that  their  markets  are  expansible. 

The  latest  survey  of  consumer  attitudes,  made  in  October  1953  by  the  • 
University  of  Michigan  Survey  Research  Center,  indicates  that  the  number  ; 
of  consumers  finding  market  conditions  favorable  for  the  purchase  of  major  j 
durable  goods  is  slightly  larger  than  at  the  time  of  any  other  survey  since  | 
the  outbreak  of  the  Korean  war.  A  cause  of  the  more  favorable  view  L' 
the  belief  that  prices  have  been  leveling  off  and  will  remain  more  or  less 
stable  for  some  time.  Although  consumer  attitudes  may  have  changed  I 
somewhat  because  of  the  recent  slight  drop  in  production  and  employment 
the  results  are  significant  in  showing  that  American  consumers  are  alert  I 
to  conditions  favorable  to  the  improvement  of  their  living  standards.  I 


64 


CHART  29 


PERSONAL  SAVING 


Favorable  also  for  the  maintenance  of  consumer  demand  is  the  large  and 
widely  distributed  volume  of  liquid  assets.  Personal  holdings  of  currency, 
bank  deposits,  shares  in  savings  and  loan  associations,  United  States  Gov¬ 
ernment  securities,  and  equities  in  trust  funds  exceeded  200  billion  dollars 
at  the  end  of  1953.  TTie  effectiveness  of  liquid  assets  in  maintaining  con¬ 
sumer  demand  in  a  period  of  readjustment  will  depend,  of  course,  in  part  on 
the  amounts  held  by  consumers  whose  incomes  are  curtailed,  and  in  part 
on  the  response  of  other  holders  to  prices  and  other  incentives  to  purchase. 
Many  consumers  have  virtually  no  resources  as  a  cushion  to  a  decline  of 
income;  but  it  is  a  t  ’gnificant  and  encouraging  fact  that  the  holdings  of 
liquid  assets  have  shown  a  tendency  toward  wider  distribution  in  recent  years. 

One  determinant  of  the  level  of  consumption  expenditures  is  the  size  and 
burden  of  consumer  debt.  The  heavy  borrowing  of  recent  years  to  finance 
the  purchase  of  homes  and  all  sorts  of  durables  has  raised  the  ratio  of  debt 
service  charges  to  consumer  incomes.  Last  year,  the  payment  of  interest 
and  required  repayment  of  principal  on  mortgages  and  consumer  debt 


amounted  to  about  15  percent  of  disposable  income.  In  addition  to  debt 
service,  most  consumers  were  paying  premiums  for  private  insurance  or 
jjension  plans,  amounting  to  another  5  percent  of  disposable  income  in 
1953.  Other  contractual  obligations,  such  as  contract  rents  and  the  operat¬ 
ing  costs  of  home  ownership,  claimed  still  another  tenth  of  income.  All  told, 
debt  service,  insurance  premiums,  and  contractual  costs  of  home  operation 
took  about  three-tenths  of  consumer  incomes  last  year.  This  represented 
a  considerable  increase  over  recent  years,  but  was  at  about  the  pre-World 
War  II  level. 

It  is  well  to  note  that  the  bulk  of  postwar  borrowing  for  the  purchase 
of  homes  and  durable  goods  has  been  undertaken  by  younger  family  units — 
those  with  greater  family  pressures  to  buy,  lower  reserves  for  financing 
expenditures,  but  more  favorable  income  experience  and  better  future 
prospects.  In  a  f)eriod  of  mild  contraction  of  national  income,  the  em¬ 
ployment  and  incomes  of  this  group  are  likely  to  hold  up  better  than  the 
average. 

An  important  influence  on  the  volume  of  purchases  of  durable  goods  is 
the  level  and  age  distribution  of  consumer  stocks.  Information  available 
for  automobiles  reveals  that,  despite  the  large  demand  for  new  cars  in  recent 
years,  about  27  percent  of  the  passenger  cars  in  use  in  mid-1953  were  10 
years  old  or  older,  in  contrast  to  17.5  percent  in  1939.  Experts  in  the 
industry  generally  agree  that  the  volume  of  sales  may  well  be  smaller  in 
1954  than  in  1953.  However,  if  scrappage  should  amount  to  about  3.5 
million  units,  a  basis  would  exist  for  a  level  of  sales  in  1954  not  much 
below  that  of  last  year;  for  one  may  expect  a  moderate  further  growth 
in  the  total  number  of  motor  vehicles  in  use,  reflecting  such  factors  as 
an  increase  in  the  number  of  households  and  the  popularity  of  suburban 
life — which  often  creates  a  demand  for  more  than  one  car  even  in  families 
with  modest  means. 

The  slackening  in  the  rate  of  expansion  of  outstanding  consumer  instal¬ 
ment  debt  in  recent  months  has  been  the  result  of  a  moderate  decline  in  the 
rate  of  credit  extended  and  a  gradual  rise  in  the  rate  of  repayments — devel¬ 
opments  that  have  been  dominated  by  changes  in  automobile  credit  (see 
Chart  30).  A  downturn  in  outstanding  consumer  debt  during  the  next 
few  months  does  not  seem  unlikely.  But  in  recent  years  consmners  have 
demonstrated  a  remarkable  indifference  to  what  business  analysts  have  to 
say.  In  our  high-income  economy,  many  millions  of  consumers  may,  on  the 
one  hand,  spend  more  than  their  income  by  drawing  down  savings  or  going 
into  debt  or,  on  the  other  hand,  spend  appreciably  les.*.  than  their  income  and 
still  live  well.  This  volatility  of  consumer  markets  is,  however,  a  short-run 
phenomenon.  The  urge  to  improve  living  standards  exercises  a  strong 
and  fairly  continuous  pressure  in  our  society. 
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CHART  30 


CONSUMER  INSTALMENT  CREDIT 
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Government  Expenditures 

Federal  expenditures  for  goods  and  services  reached  a  rate  of  slightly 
over  58  billion  dollars  in  1953.  A  moderate  decline  in  Federal  expendi¬ 
tures  may  be  exjjected  in  1954.  Most  of  the  anticipated  reduction  will  take 
place  in  national  security  expenditures,  which  reached  an  annual  rate  of 
51.8  billion  dollars  in  1953,  but  in  addition  a  slight  drop  may  occur  in  outlays 
for  nondefense  programs.  By  mid- 1954  these  changes  may  bring  the  annual 
rate  of  total  Federal  expenditures  for  goods  and  services  about  2  billion 
dollar  below  the  rate  at  the  end  of  1953.  Yet  Federal  expenditures  will 
continue  to  be  a  strong  sustaining  factor. 

The  small  prospective  decline  in  Federal  expenditures  will  probably  be 
counteracted  in  large  part  by  a  rise  in  State  and  local  purchases,  which  in 
1953  reached  a  level  of  slightly  over  25  billion  dollars.  (See  Chart  31.) 
In  recent  years  the  annual  increase  in  these  expenditures  has  been  close  to 
2  billion  dollars,  and  there  is  still  an  immense  backlog  of  demand  for  schools, 
Highways,  hospitals,  and  sewer,  water  and  other  facilities  (see  Chapter  10). 
Public  pressure  for  the  expansion  and  improvement  of  local  facilities  is 
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CHART  31 


GOVERNMENT  EXPENDITURES  FOR 
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mounting,  and  it  seems  entirely  reasonable  to  expect  that  State  and  local 
expenditures  will  continue  to  increase. 

The  financial  situation  of  State  and  local  governments  is  favorable  to 
a  continued  rise  in  their  expenditures.  State  and  local  receipts  have 
increased  by  roughly  2  billion  dollars  a  year  in  the  postwar  period,  with  the 
total  rising  from  13.2  billion  dollars  in  1946  to  almost  28  billion  in  1953. 
Preliminary  estimates  indicate  that  receipts  and  expenditures  were  in 
balance  during  1953.  Further  evidence  of  the  financial  strength  of  State 
and  local  governments  is  the  size  of  their  cash  and  U.  S.  security  holdings, 
which  reached  23  billion  dollars  in  mid- 1953.  Some  part  of  this  amount 
is  committed,  but  the  uncommitted  portion  is  undoubtedly  large  relative 
to  current  expenditures. 

Despite  the  strong  financial  position  of  State  and  local  governments, 
the  principal  source  of  funds  for  additional  capital  outlays  will  have  to  be 
from  borrowing.  The  increase  in  State  and  local  debt  in  the  postwar 
period  has  been  substantial.  However,  the  cost  of  carrying  this  debt  has 
not  changed  appreciably  relative  to  total  State  and  local  expenditures. 
Interest  charges  have  increased  moderately  since  1946,  but  the  requirements 
on  account  of  interest  and  debt  retirement  are  not  likely  to  be  an  important 
impediment  to  bond  financing  in  the  near  future.  (See  Appendix  D.) 

The  Condition  of  Agriculture 

Agriculture,  which  is  beset  with  more  problems  than  any  other  major 
part  of  our  economy,  will  continue  to  be  confronted  in  1954  with  problems 
growing  out  of  e.xcessive  supplies  of  some  of  the  major  farm  products — 
notably  wheat,  cotton,  and  corn.  (See  Chart  32.)  By  July  1954,  the  wheat 
carry-over  may  be  about  800  million  bushels,  more  than  three  times  its 
mid- 1952  level  and  well  in  excess  of  a  year’s  domestic  use.  By  August  1954, 
the  cotton  carry-over  may  reach  9.6  million  bales,  also  more  than  three  times 
its  level  two  years  earlier  and  the  equivalent  of  a  year’s  domestic  mill 
consumption.  By  October  1954,  stocks  of  com  are  expected  to  reach  about 
900  million  bushels,  nearly  twice  their  1952  level.  Stocks  of  food  fats 
and  oils,  already  at  a  record  high,  are  expected  to  be  moderately  larger 
by  October  1954.  The  price-depressing  effects  of  these  stocks  will,  however, 
be  substantially  offset  during  1954  by  Government  price-support  operations, 
acreage  restrictions,  and  other  measures. 

In  recent  months,  agricultural  prices  have  shown  signs  of  stabilizing. 
This  has  been  true  not  only  of  the  pnajor  crops  moving  under  Government 
price-support  programs  but  of  the  unsupported  prices  of  livestCKk  products 
as  well.  While  export  demand  for  farm  products  has  fallen  substantially 
during  the  last  year,  it  appears  unlikely  to  weaken  further  during  1954. 
Domestic  demand  for  farm  products  continues  to  be  a  source  of  underlying 
strength,  with  consumer  incomes  and  food  expenditures  remaining  near 
record  level. 
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CHART  32 


If  the  domestic  demand  for  foods  and  fibers  continues  at  about  its  present 
high  level,  average  prices  received  by  farmers  should  hold  near  to  their 
current  levels  during  1954  and  cash  receipts  from  farm  marketings  be 
close  to  the  estimated  31.2  billion  dollars  received  during  1953.  Production 
costs  may  also  show  a  further  slight  decline.  Hence,  the  prospects  are  that 
farm  operators’  realized  net  income  will  be  close  to  its  estimated  1953  level 
of  12.5  billion  dollars. 

Even  when  measured  in  constant  dollars,  agriculture’s  financial  assets 
today  are  94  percent  higher  than  in  1940  and  only  11  percent  less  than  in 
1947.  Farm  debts  are  now  estimated  to  stand  at  only  11  percent  of  total 
assets  and  76  percent  of  total  financial  assets.  Combining  these  facts  with 
those  on  income,  it  seems  that,  despite  recent  readjustments,  American  agri¬ 
culture  as  a  whole  remains  financially  able  to  sustain  a  fairly  good  rate  of 
purchasing. 

International  DEVELOPME^.TS 

Large  military  expenditures  abroad,  particularly  in  the  form  of  troop- 
pay  and  offshore  procurement,  played  a  substantial  part  in  other  countries’ 
dollar  earnings  in  1953.  The  over-all  level  of  these  expenditures  is  not 
expected  to  decline  in  1954,  in  view  of  already  existing  contracts  and 
commitments. 
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Although  the  moderate  letdown  in  United  States  economic  activity  in 
the  second  half  of  1953  was  accompanied  by  a  slight  decline  in  imports 
during  the  closing  months  of  the  year,  the  recent  and  substantial  increases 
in  the  gold  and  dollar  reserves  and  in  the  economic  activity  of  other  coun¬ 
tries  have  somewhat  improved  the  prospect  that  any  moderate  change  in  our 
imports  from  them  will  not  have  a  significant  influence  on  our  exports  to 
them. 

Basis  for  CoNproENCE 

It  has  been  noted  earlier  that  developments  in  the  American  economy 
during  the  second  half  of  1953  were  due  largely  to  inventory  adjustments. 
A  review  in  this  chapter  of  the  major  fields  of  expenditure  and  of  the 
condition  of  agriculture  suggests  that  outlays  in  most  areas  are  likely  to  be 
well  maintained  in  the  visible  future.  This  justifies  some  confidence  in 
the  view  that  the  adjustments  now  in  process  will  not  initiate  a  cumulative 
downward  movement  of  the  economy. 

There  are  additional  grounds  for  confidence.  One  of  them  is  that  our 
financial  institutions  are  fully  capable  of  meeting  all  deserving  credit 
demands,  and  are  in  a  condition  successfully  to  withstand  any  strains  to 
which  they  may  be  exposed  as  a  result  of  business  readjustments.  Credit 
demands  are  not  exjjected  to  tax  the  available  supply  of  funds  over  the 
coming  months.  Business  loans  generally  decline  seasonally  in  the  early 
months  of  the  year.  Nor  do  developments  in  the  consumer  credit  field  or 
in  the  mortgage  market  suggest  unusual  levels  of  demand  for  funds.  Com¬ 
mercial  banks  are  in  a  highly  liquid  position,  with  two-fifths  of  their  large 
holdings  of  Government  securities  maturing  within  one  year,  with  their 
indebtedness  to  the  Federal  Reserve  System  much  reduced,  and  with  in¬ 
creased  power  on  the  part  of  the  System  to  lend  to  individual  banks  or 
otherwise  augment  their  reserves,  if  this  should  be  necessary.  Similarly, 
other  financial  institutions — insurance  companies,  savings  banks,  and  sav¬ 
ings  and  loan  associations — arc  in  a  sound  condition  and  equipped  to  meet 
all  reasonable  demands  in  those  areas  of  the  market  for  investment  funds 
in  which  they  function. 

Many  factors  contribute  to  the  strength  and  resilience  of  our  financial 
institutions.  Broadly  speaking,  the  reserves  held  by  commercial  banks 
against  potential  losses  on  loans  and  investments  are  substantial,  bank 
capital  has  increased,  and  funds  are  readily  available  to  member  banks 
from  the  Federal  Reserve  System,  in  case  of  need.  Large  segments  of  the 
mortgage  portfolios  of  banks  and  other  lending  institutions  are  insured  or 
guaranteed  by  Federal  agencies.  The  ready  availability  of  funds  to  all  but 
a  small  minority  of  depositors  in  commercial  banks  and  savings  banks,  and 
of  the  funds  of  most  shareholders  of  savings  and  loan  associations,  is  amply 
protected  by  Federal  insurance.  From  the  viewpoint  of  its  capacity  to  meet 
the  needs  of  the  economy  for  credit  and  its  ability  to  withstand  the  strains 
that  may  be  engendered  by  economic  adjustments,  our  financial  system  was 
never  stronger. 
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The  prosperity  of  the  past  dozen  years  has  not  been  characterized  by 
extensive  speculative  developments  in  the  commodity,  security,  or  financial 
markets.  There  has  been  no  manifestation  of  a  dangerous  speculative  rise 
in  urban  and  farm  land  values,  despite  a  record  volume  of  residential 
building.  This  has  not  been  a  period  of  reckless  financial  adventure,  either 
at  home  or  abroad,  such  as  characterized  the  twenties. 

In  evaluating  the  economic  future  it  is  also  well  to  recall  the  structural 
changes  in  our  economy  that  serve  to  bolster  consumer  income  as  a  key 
support  of  prosperity.  The  social  security  programs  supplemented  by  pri¬ 
vate  pension  systems  mitigate  the  effect  of  any  decline  in  earnings.  The 
unemployment  compensation  system  especially  operates  as  a  stabilizer,  since 
benefit  payments  rise  while  payroll  tax  receipts  decline  in  a  time  of  increasing 
unemployment.  The  Federal  tax  structure,  which  is  based  mainly  upon 
individual  and  corporate  income  taxes  for  sources  of  revenue,  also  operates 
in  ways  to  cushion  the  effects  of  recessionary  influences.  As  incomes  move 
downward,  tax  collections  likewise  decline — relatively  more  than  incomes — 
and  thus  help  to  sustain  both  consumer  expenditures  and  business  invest¬ 
ment.  In  addition  to  rising  social  security  payments  and  declining  income 
taxes,  which  serve  to  cushion  economic  decline,  agricultural  price  supports 
help  to  protect  farm  incomes. 

Need  for  Economic  Preparedness 

Impressive  as  are  the  factors  which  justify  confidence  that  the  current 
settling  of  business  activity  will  stay  within  relatively  narrow  limits,  it  should 
be  recognized  that  periods  of  readjustment  always  carry  risks  with  them. 
Continued  imbalance  could  result  in  cumulative  effects,  as  one  sector  of 
the  economy  reacts  upon  another.  Such  reactions  are  partly  psychological 
in  character,  but  they  are  nonetheless  real.  A  relatively  slight  fall  in  the 
level  of  activity,  if  interpreted  as  a  harbinger  of  further  declines,  could  lead 
consumers  whose  incomes  have  remained  unchanged  to  start  curtailing  their 
purchases  because  they  either  fear  a  loss  of  income  or  hope  for  bargain  prices 
later.  If  businessmen  regard  the  first  dropping  off  in  orders  as  an  occasion 
for  curtailing  their  programs  of  capital  investment,  they  could  spread  and 
intensify  the  difficulties  they  fear. 

These  possible  attitudes  are  illustrations  of  what  are  sometimes  referred 
to  as  psychological  repercussions.  Whether  they  take  one  form  or  another, 
they  could  become  impediments  to  smooth  adjustment.  To  avoid  the  ad¬ 
verse  consequences  that  existing  uncertainties  might  generate,  the  Govern¬ 
ment  should,  and  can,  make  clear  its  ability  to  fare  them  and  to  take  the 
steps  necessary  to  deal  with  them. 
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Chapter  5 

Pathways  to  Strength 


The  opening  chapter  of  this  Report  stressed  the  need  for  an 
expanding  economy  and  set  forth  in  general  terms  the  role  of  Govern¬ 
ment  in  establishing  the  requisites  of  progress.  There  followed  a  review  of 
economic  developments  during  1953,  including  the  directions  taken  by 
public  policy,  and  an  appraisal  of  the  current  economic  situation.  The 
conclusion  was  reached  that  our  economy  is  basically  strong,  that  the  current 
economic  readjustment  seems  likely  to  be  brief  and  self-correcting,  but  that 
the  situation  must  not  be  viewed  with  complacency. 

Our  economy  today  is  marvelously  prosjjerous  by  any  historical  standard. 
Employment  is  high,  prices  are  steady,  and  wages  and  profits  are  generally 
satisfactory.  Consumer  expenditure  is  being  maintained.  Investment  in 
housing,  business  plant,  and  equipment  is  continuing,  in  the  aggregate,  at 
its  recent  very  high  level.  So,  too,  is  governmental  spending,  with  the  out¬ 
lays  of  State  and  local  governments  offsetting  in  large  part  the  recent 
downward  tendency  of  Federal  sjx^nding.  And  while  total  output  and 
employment  have  declined  somewhat  since  mid-1953,  creating  unemploy¬ 
ment  in  some  localities,  the  economy  as  a  whole  has  been  shifting  from 
operations  at  forced  draft  to  normal  levels  of  peacetime  operations. 

But  it  would  be  imprudent  to  stop  with  this  still  picture  of  an  economy 
that  is  in  motion.  This  Government  recognizes  that  it  makes  a  vital 
difference  whether  an  unemployment  rate  of  three  percent  is  reached  by 
rising  up  to  that  figure  or  declining  to  it,  and  whether  the  rate  of  increase 
or  decline  is  high  or  low.  True,  the  contraction  of  economic  activity  in  the 
past  six  months  has  been  small  and  largely  confined  to  reduced  spending 
by  businessmen  for  additions  to  their  inventories;  but  there  can  be  no 
assurance  that  the  decline  will  not  be  extended  to  other  categories  of 
spending.  If  we  could  be  certain  that  the  contraction  in  industrial  activity 
now  in  process  will  remain  an  inventory  adjustment,  the  Government  might 
stand  aside,  content  that  the  measures  already  taken  (see  Chapter  3)  will 
suffice.  But  there  can  be  no  certainty  in  these  matters.  Prudence  as  well 
as  zeal  for  economic  improvement  require  that  public  policy  contribute 
both  to  the  immediate  strength  of  the  economy  and  to  its  long-term  growth. 

There  arc  two  classes  of  actions  that  we  should  take  within  the  current 
year  to  build  a  stronger  economy. 

First,  we  should  take  bold  steps  to  protect  and  promote  economic  sta¬ 
bility — by  modernizing  unemployment  insurance;  by  broadening  the  base 
and  benefits  of  old-age  and  survivors  insurance;  by  permitting  a  longer 
carry-back”  of  losses  for  tax  purposes;  by  granting  broad  discretionary 
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authority  to  the  Executive  to  alter,  within  limits  and  appropriate  to 
changing  circumstances,  the  terms  of  govemmentally  insured  loans  and 
mortgages;  by  establishing  a  secondary  home  mortgage  market;  and  by 
making  improvements  in  the  planning  of  public  works  programs. 

At  the  same  time,  we  should  take  action  to  stimulate  the  expansive 
power  of  individual  enterprise — by  revising  the  tax  laws  so  as  to  increase 
incentives  and  to  remove  certain  impediments  to  enterprise,  especially  of 
small  business ;  by  improving  credit  facilities  for  home  building,  moderniza¬ 
tion,  and  urban  renewal;  by  strengthening  the  highway  system;  and  by 
facilitating  the  adjustments  of  farming  to  current  conditions  of  demand 
and  technology. 

These  measures  for  strengthening  our  economy  constitute,  taken  together, 
a  program  of  immediately  advisable  action.  It  is  not  a  legislative  pro¬ 
gram  of  emergency  measures,  for  the  current  situation  clearly  does  not 
require  one.  Instead,  it  is  a  program  for  stimulating  economic  growth 
and  minimizing  any  chance  there  may  be  of  serious  economic  difficulty 
in  the  future.  The  program  will  contribute  materially  to  the  requisites 
for  continued  economic  progress  set  out  at  the  beginning  of  this  Report. 

The  following  pages  provide  a  more  detailed  account  of  the  economic 
program  of  this  Administration. 


76 


Chapter  6 

Reforming  the  Tax  Structure 

The  present  federal  tax  system  is  the  result  of  a  long 

succession  of  Congressional  enactments  in  response  to  the  great  increase 
in  the  activities  of  Government  during  the  past  generation.  During  this 
time,  many  new  Federal  taxes  were  imposed  and  steep  increases  were  repeat¬ 
edly  made  in  the  rates  of  such  established  taxes  as  those  on  personal  and 
corporate  incomes.  Federal  taxes  were  increased  in  the  thirties  to  defray 
part  of  the  costs  of  a  broad  intervention  by  Government  in  economic  affairs, 
largely  directed  at  relieving  distress  caused  by  unemployment  and  lower 
prices  and  incomes.  Taxes  rose  still  further  during  the  forties,  as  a  result 
of  huge  Federal  expenditures  for  military  purposes  during  World  War  II, 
and — after  the  war — for  financing  national  security  and  reconstruction 
abroad.  The  controlling  consideration  in  increasing  taxes  was  the  urgent 
need  for  revenue,  and  inadequate  consideration  was  given  to  the  long-run 
effects  of  tax  increases  on  incentives. 

There  is  evidence  that  the  present  structure  of  the  Federal  tax  system — 
irrespective  of  the  revenue  level — contains  many  features  that  are  unneces¬ 
sarily  restricting  economic  progress.  Some  features  lead  taxpayers  to  re¬ 
sort  to  devices  for  evading  tax  payments.  Some  lessen  productive  effort 
or  lead  to  less  efficient  management  of  resources.  Others  may  dampen 
consumer  expenditures  and  business  investment. 

These  adverse  effects  of  the  current  Federal  tax  system  on  the  growth 
of  the  economy  have  not  become  fully  apparent,  because  of  inflationary 
conditions  that  have  prevailed  during  most  of  the  past  decade.  A  tax 
system  that  may  have  been  tolerable  under  inflationary  conditions,  if  left  un¬ 
changed,  cannot  be  expected  to  be  consistent  with  the  requirements  for 
maximum  economic  growth  and  stability — after  inflation  has  been  stopped. 

It  is  therefore  timely  to  readjust  the  Federal  tax  system  to  serve  the 
interests  of  a  dynamic  and  growing,  but  non-inflationary,  economy.  The 
structure  of  the  Federal  tax  system  can  and  should  be  altered  so  as  to  appor¬ 
tion  the  burden  more  equitably  among  taxpayers,  to  unleash  new  incen¬ 
tives  to  economic  growth,  and  to  make  the  system  operate  more  effectively 
as  an  economic  stabilizer.  The  opp)ortunity  to  improve  the  tax  structure 
should  be  seized  promptly,  even  though  general  reductions  in  tax  rates  must 
be  deferred.  Among  the  paramount  objectives  of  Federal  tax  reform  are 
those  of  providing  greater  equity  to  consumers,  providing  more  powerful 
incentives  for  work,  investment,  employment,  and  efficient  management, 
and  making  the  tax  structure  more  stabilizing  in  its  operation.  These  ob¬ 
jectives  will  not  be  achieved  quickly;  yet  the  broad  directions  of  reform  are 
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clear  enough.  With  long-run  goals  in  view,  it  is  possible  to  move  toward 
them,  step  by  step. 

As  it  becomes  |x>ssible  to  reduce  the  expenditures  of  the  Federal  Govern¬ 
ment,  without  impairing  the  performance  of  necessary  functions  or  shirking 
responsibility  for  maintaining  a  stable  and  prosperous  economy,  taxes  should 
be  brought  down.  Such  reductions  will  usefully  widen  the  area  of  private 
economic  activity. 

A  beginning  was  made  in  the  application  of  these  principles  on  January  1 
of  this  year,  when  the  excess  profits  tax  was  jjermitted  to  expire  and  when 
a  reduction  in  individual  income  taxes  averaging  about  10  percent  for  most 
taxpayers  brought  such  taxes  back  to  pre-1951  levels.  These  actions  have 
improved  the  outlook  for  investment,  as  previously  noted.  They  have  also 
released  consumer  income  for  expenditure,  and  thus  again  provided  a  timely 
stimulus  to  the  economy.  The  force  of  this  stimulus  was  somewhat  reduced, 
though  by  no  means  offset,  by  the  concurrent  rise  of  1  percent  in  the 
combined  employer  and  employee  rates  of  tax  on  payrolls  for  old-age  and 
survivors  insurance. 

The  continued  large  requirements  of  the  Federal  Government  for  reve¬ 
nues  to  meet  expenditure  for  national  security  and  other  purposes,  combined 
with  the  current  condition  of  the  American  economy,  which  is  marked  by 
a  reassuring  measure  of  price  stability  and  a  high  level  of  operations,  make 
it  unwise  to  enact  a  further  broad  reduction  in  taxes  at  this  time.  But  some 
structural  changes  in  the  Federal  income  taxes  cannot  be  postponed.  Among 
the  changes  that  have  been  recommended  in  the  Budget  Message,  several 
have  a  significant  bearing  on  the  growth  and  stability  of  the  economy. 

Greater  Equity  to  Consumers 

Irrespective  of  the  level  of  personal  taxation,  inequities  that  are  present  in 
the  structure  of  the  personal  income  tax  should  be  removed  promptly, 
particularly  for  widows  and  widowers  who  employ  assistance  for  child  care 
in  the  home;  for  families  with  dependent  children  who  earn  more  than  $600 
a  year;  for  widows  and  widowers,  with  dependents,  who  should  be  accorded 
the  same  privileges  of  “split  income”  that  are  accorded  to  married  couples; 
for  persons  struck  by  the  misfortune  of  heavy  medical  expenses ;  for  employ¬ 
ers  who  contribute  to  medical  insurance  and  pension  plans ;  and  for  annui¬ 
tants  who  should  be  able  to  recover  within  their  life  span,  free  of  income 
tax,  the  savings  they  have  invested.  These  faults  can  be  remedied,  at  com¬ 
paratively  small  loss  of  revenue,  with  resultant  gains  to  the  welfare,  morale, 
and  feeling  of  justice  of  individual  taxpayers. 

Encouragement  of  Enterprise  and  Employment 

The  present  structure  of  business  income  taxation  is  faulty  in  several 
respects.  It  leaves  too  little  incentive  for  the  assumption  of  risk  by  investors, 
and  offers  too  meager  a  reward  to  enterprisers  who  assume  high  risks.  It 
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penalizes  investment  in  the  equity  shares  of  enterprises,  particularly  small 
businesses,  in  comparison  with  investment  in  bonds  and  other  contracts  of 
debt.  It  overburdens  the  person  or  the  business  whose  income  fluctuates 
from  year  to  year  in  comparison  with  the  person  or  business  whose  income 
is  comparatively  stable. 

An  important  step  in  removing  impediments  to  enterprise,  particularly 
to  the  expansion  of  small  businesses,  was  taken  on  January  1,  1954,  when 
the  excess  profits  tax  expired.  This  impost  was  perv’erse  in  its  effects.  It 
blunted  the  incentive  and  denied  the  financial  means  of  expansion  to  enter¬ 
prises  with  favorable  markets,  low  costs,  or  especially  efficient  managements. 

A  number  of  additional  tax  measures  should  now  be  taken  in  order  to 
strengthen  the  forces  of  growth  in  employment  and  production.  These 
measures,  which  involve  some  immediate  sacrifices  of  revenue,  contain  the 
seeds  of  important  future  revenue  gains  to  be  reaped  from  the  economic 
growth  they  will  stimulate. 

The  period  during  which  individuals  and  business  corporations  may 
'‘carry  hack”  net  business  losses  should  he  increased  from  one  to  two  years. 
This  reform  would  encourage  investment  by  enabling  a  businessman  to 
know  in  advance  that,  if  his  enterprise  should  suffer  net  losses,  he  could  use 
these  losses  as  offsets  against  the  profits  he  made  during  not  only  the  pre¬ 
ceding  year  but  also  the  year  before  that.  Thus,  he  could  obtain  a  refund 
of  taxes  which  were,  in  effect,  overpaid  during  the  preceding  two  profitable 
years.  Such  a  lengthening  of  the  carry-back  pcricxl  would  reduce  the  risk 
assumed  on  new  ventures  of  existing  firms,  especially  those  of  smaller  busi¬ 
nesses  for  which  new  departures  are  likely  to  require  the  commitment  of 
a  considerable  part  of  their  capital.  Essentially,  it  extends  the  equitable 
policy  of  averaging  out  results  in  good  years  and  bad,  in  order  to  ascertain 
tax  liabilities.  Taken  in  conjunction  with  the  reform  measures  that  follow, 
it  could  greatly  help  to  sustain  investment  and  create  jobs. 

Elimination  of  the  double  taxation  of  dividends  should  he  begun  by  per¬ 
mitting  the  stockholder  to  credit  part  of  the  taxes  paid  by  the  corporation 
against  his  personal  income  tax  liability.  At  present,  income  resulting  from 
investment  in  the  shares  of  American  business  corporations  is  doubly  taxed, 
first  in  the  hands  of  the  corporation  that  earned  it,  and  again  in  the  hands 
of  the  stcH'kholdcr  who  receives  cash  dividends  from  the  corporation  on  his 
shares.  Under  current  high  tax  rates,  the  Federal  Government  appropri¬ 
ates  by  far  the  largest  share  of  the  total  income  from  investment  in  common 
stocks.  The  unfair  discrimination  against  investment  in  stocks  creates  diffi¬ 
culty  for  smaller  businesses  in  raising  money,  and  tends  to  divert  venture 
capital  into  relatively  riskless  investments.  For  these  reasons,  our  ultimate 
goal  should  be  a  substantial  equality  of  treatment  of  interest  on  debt  and 
dividends  on  stocks.  A  beginning  toward  this  objective  should  be  made 
unmediately  by  allowing  a  stcKkholder  to  credit  against  his  own  income  tax 
some  part  of  the  tax  already  paid  by  the  corp)oration  on  dividends  received 
by  him. 
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Depreciation  allowances  should  be  liberalized.  The  climate  for  invest¬ 
ment  and  economic  growth  would  also  be  improved  by  granting  investors 
more  freedom  in  their  choice  of  methods  of  writing  off  investments  in  build¬ 
ings,  machinery,  and  equipment.  An  investor  usually  has  a  clearer  and 
more  certain  view  of  the  profits  from  an  investment  a  few  years  ahead  than 
of  returns  in  the  distant  future.  If  he  is  permitted  to  charge  off  a  substan¬ 
tial  part  of  the  cost  of  an  investment  against  foreseeable  net  income,  and 
thus  recover  a  good  part  of  his  capital  quickly,  he  will  be  more  disposed  to 
invest.  Many  investments  will  not  be  made  at  all  unless  there  is  a  favor¬ 
able  chance  of  a  short  pay-out  period.  A  business  should  be  able  to  write 
off  the  major  part  of  the  cost  of  a  capital  asset  during  the  first  half  of  its 
useful  life,  if  it  desires  to  do  so.  Recent  experience  with  accelerated  amor¬ 
tization  of  defense  plant  facilities  suggests  that  rapid  depreciation  allow¬ 
ances  provide  strong  inducements  to  investment.  The  step  proposed  here 
should  not  entail  any  ultimate  loss  of  revenue  to  the  Treasury,  partly  because 
deductions  for  an  asset  would  merely  be  shifted  from  later  to  earlier  years 
and,  more  significantly,  because  of  induced  gains  in  the  volume  of  invest¬ 
ment  and  in  industrial  productivity. 

Treatment  of  research  and  development  expenses  should  be  clarified.  At 
present,  companies  are  often  not  permitted  to  treat  unusual  research  or 
development  outlays  as  currently  deductible  business  exf)enses — a  specially 
burdensome  rule  to  small  businesses  because  large  firms  with  established 
research  laboratories  can  usually  make  immediate  deductions.  In  the 
interest  of  fostering  rapid  technological  progress,  taxpayers  should  be  per¬ 
mitted  to  deduct  research  and  development  expenses  currently. 

Accumulation  of  earnings  needed  for  expansion  should  not  be  penalized. 
The  present  penalty  tax  on  the  accumulation  of  corporate  earnings  operates 
to  discourage  the  growth  of  small  companies  which  are  especially  dependent 
on  retained  earnings  for  expansion.  This  handicap  should  be  removed— 
without  opening  the  door  to  avoidance  of  individual  taxes  by  stockholders— 
by  placing  the  burden  of  proof  on  the  Government  that  a  retention  of 
earnings  is  unreasonable. 

Business  income  from  foreign  investments  should  be  encouraged.  Ameri¬ 
can  capital  and  management  skill  can  foster  the  economic  development  of 
other  countries,  as  well  as  provide  export  markets  for  our  goods.  Our  tax 
laws  should,  at  least,  contain  no  penalties  against  investment  abroad,  and 
they  might  well  offer  some  encouragement  to  it.  This  can  be  accomplished 
by  taxing  the  business  income  after  January  1,  1954  of  foreign  subsidiaries, 
or  of  segregated  branches  of  American  corporations  which  operate  and 
elect  to  be  taxed  as  subsidiaries,  at  a  rate  somewhat  lower  than  the  current 
relatively  high  corporate  rate.  In  addition,  the  types  of  foreign  taxes  that 
may  be  credited  against  the  United  States  income  tax  should  be  made  more 
inclusive,  the  over-all  limitation  on  foreign  tax  credits  should  be  removed, 
and  regulated  investment  companies  concentrating  on  foreign  investments 
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should  be  permitted  to  pass  on  to  their  stockholders  the  credit  for  foreign 
taxes  now  available  for  direct  individual  investments. 

Increasing  Economic  Stability 

The  Federal  revenue  system  now  possesses  large  “built-in”  potentialities 
for  moderating  economic  fluctuations,  as  a  result  of  its  heavy  reliance  on 
the  taxation  of  incomes,  the  keen  sensitivity  of  incomes  to  business  conditions, 
and  the  pay-as-you-go  methods  of  personal  income  tax  payment.  It  is 
desirable  that  Federal  revenues  should  rise  and  decline  promptly  with 
changes  in  economic  conditions.  Additional  steps  should  be  taken  to  move 
toward  a  current  basis  of  payment  of  corporate  income  taxes. 

The  potential  contribution  of  the  tax  system  to  economic  stability  could 
be  enhanced  by  speeding  up  refunds  of  overpayments  of  taxes  in  all  cases 
where  administrative  procedures  make  this  feasible.  Under  current  pay-as- 
you-go  procedures,  an  individual  taxpayer  is  jjermitted  to  credit  an  over¬ 
payment  against  his  income  tax  of  the  following  year  or  to  file  a  claim  for 
a  refund.  Most  overpayments  are  due  to  withholdings  of  taxes  on  salaries 
and  wages  which  prove  to  be  excessive  because  of  unanticipated  changes 
in  the  taxpayer’s  employment  or  family  status,  or  to  unexpected  declines 
in  his  business  or  investment  income  which  make  previous  payments  on 
account  of  the  declaration  of  estimated  taxes  too  high.  An  individual  must 
wait  for  a  refund  of  his  overpayment  until  after  his  return  for  the  taxable 
year  is  filed — usually  a  period  of  many  months.  Speeding  the  refund  of 
overpayments  could  improve  the  economic  impact  of  the  individual  income 
tax  during  a  business  downturn,  just  as  the  prompt  increase  of  estimated 
tax  payments  by  taxpayers  during  a  period  of  rising  incomes  and  economic 
activity  now  serves  to  restrain  the  expansion. 

Increasing  the  carry-back  period  of  business  losses  from  one  to  two  years, 
as  recommended  previously,  would  also  make  it  more  desirable  to  speed 
up  refunds  of  overpaid  business  taxes  in  the  interests  of  economic  stability. 
At  present,  a  business  may  stop  making  payments  of  estimated  taxes  due 
on  net  income  of  the  preceding  year  if  a  carry-back  of  its  current  year’s 
losses  is  believed  to  cancel  the  liability.  But  if  current  losses  are  large 
enough  to  entitle  the  business  to  a  refund,  it  is  required  to  wait  for  the 
refund  until  some  time  within  90  days  after  the  filing  of  its  return — perhaps 
six  months  after  the  end  of  the  tax  year.  Clearly,  a  two-year  carry-back 
period  would  increase  the  amounts  of  overpayments  and  of  refunds.  Yet 
the  cash  position  of  a  business  suffering  losses  and  entitled  to  tax  refunds 
needs  to  be  bolstered  promptly.  Hence  intra-year  refunds  of  such  over¬ 
payments  would  aid  in  stabilizing  business  operations. 

There  are  difficult  administrative  problems  to  be  solved  before  the  Federal 
Government  can  accelerate  tax  refunds,  with  assurance  that  the  public 
interest  will  be  protected.  These  problems  are  now  being  studied. 
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Paths  of  Future  Reform 


The  specific  measures  that  have  been  recommended  by  no  means  exhaust 
the  opportunities  for  making  our  Federal  tax  system  serve  better  the  cause 
of  stable  economic  growth.  They  are  merely  first  steps  along  a  path  of 
reform  that  should  be  followed  during  coming  years.  The  whole  structure 
of  Federal  taxation  needs  thoughtful  re-examination  from  the  point  of  view 
of  its  long-run  impacts  on  employment  and  over-all  economic  stability. 
Among  the  important  subjects  for  future  study  are  the  following:  the  role 
and  effects  of  Federal  excise  taxation;  the  level  and  rate  structure  of  our 
p)ersonal  and  corporate  income  taxes;  and  the  taxation  of  capital  gains. 
Those  aspects  of  Federal  taxation  and  finance  which  relate  to  the  division 
of  responsibilities  among  the  Federal,  State  and  local  governments  are 
now  under  study  by  the  Commission  on  Intergovernmental  Relations. 

In  any  revision  of  the  capital  gains  tax,  it  would  be  desirable  to  assign  a 
high  priority  to  an  increase  in  the  amount  of  net  capital  losses  on  new 
investment  by  individuals,  that  may  be  offset  against  ordinary  income.  At 
present,  an  investor  whose  ventures  turn  out  to  be  unprofitable  in  a  certain 
year  is  allowed  to  deduct  a  maximum  of  $1,000  of  his  net  capital  loss  from 
ordinary  income  during  that  year,  and  during  each  of  the  five  succeeding 
years,  in  figuring  his  income  ta.x.  By  increasing  the  amount  of  the  allowable 
offset  to,  say,  $5,000  per  annum,  the  climate  for  risk  assumption  could  be 
improved  and  the  equity  of  the  tax  increased.  This  proposal  would  also 
foster  investment  in  relatively  small  enterprises.  An  investor  would  be 
encouraged  to  try  new  fields  of  operation  if  he  knew  in  advance  that  his 
misfortune,  as  well  as  his  fortune,  would  be  shared  by  the  Federal  Govern¬ 
ment.  Limitation  of  the  increased  offset  of  capital  loss  to  new  investments 
would  keep  the  revenue  loss  to  the  Treasury  at  a  minimum. 
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.  Chapter  7 

Governmental  Aids  to  Housing  and  Finance 

An  efficient,  competitive  financial  system,  capable  of  channeling 
.  funds  into  the  most  productive  uses,  is  a  primary  condition  of  eco- 
I  nomic  progress.  The  growth  of  production,  employment,  and  markets  in 
j  a  money  economy  depends  at  every  turn  on  adequate  supplies  of  credit  and 
I  equity  capital.  These  funds  must  be  available  on  sound  and  reasonable 
:  terms  and  in  forms  adapted  to  the  economic  processes  being  financed.  In 
a  free  society,  it  is  the  responsibility  of  Government  to  provide  an  environ¬ 
ment  in  which  private  financial  institutions  can  perform  these  functions 
constructively. 

The  creation  of  this  environment  is  a  many-sided  problem.  General 
monetary  and  credit  policies  arc  of  paramount  imjxjrtance  because  they 
reach  every  part  of  the  financial  market  and  affect  the  lending  and  invest¬ 
ing  policies  of  financial  institutions  of  all  tyjx“s.  In  addition,  it  is  incumbent 
on  Government  to  find  ways  of  filling  such  gaps  as  may  appear  in  the  finan¬ 
cial  structure,  so  that  the  financial  requirements  of  business,  agriculture, 
I  and  homeowners  may  at  all  times  be  properly  met. 

Much  progress  has  been  made  along  these  lines.  Nevertheless,  oppor- 
j  tunitics  remain  open  to  Federal  and  State  governments,  through  legislative 
1  and  administrative  action,  to  augment  the  contribution  that  financial  insti- 
j  tutions  can  make  to  stable  economic  growth.  These  opportunities  are 
j  especially  great  in  the  field  of  housing  credit.  Financial  aids  to  housing 
^  should  serve  more  effectively  in  the  task  of  modernizing  and  rehabilitating 
^  existing  homes  and  neighborhoods.  They  should  be  generally  revised  in  the 
j  light  of  current  needs.  And  they  should  be  made  more  flexible  and  respon- 
I  sive  to  changing  business  conditions. 

;  During  recent  years  the  Federal  Housing  Administration  and  the  Vet- 
I  erans  Administration  have  helped  to  make  new  homes,  particularly  small, 
[  single-family  residences,  available  to  millions  of  American  families.  The 
personal  and  social  benefits  of  home  ownership  have  been  widely  extended. 
This  has  been  accomplished  by  encouraging  private  lending  agencies,  under 
the  protection  of  Federal  insurance  or  guaranty,  to  make  available  home 
loans  requiring  small  down  payments  and  carrying  long  maturities  and 

r  comparatively  low  interest  rates.  Experience  with  this  program  points  to 
ways  of  extending  its  benefits  and  at  the  same  time  preventing  undesirable 
collateral  effects. 
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Flexibility  in  Loan  Insurance  Terms 

Insured  and  guaranteed  mortgage  loans  represent  a  large  segment  of  the 
home  mortgage  market — around  40  percent  of  all  private  dwellings  con¬ 
structed  in  1953  involved  FHA  or  VA  financing.  Since  they  exert  a  power¬ 
ful  influence  on  the  level  of  construction  activity,  it  is  vitally  important  to 
make  the  terms  and  conditions  of  insured  or  guaranteed  mortgage  credit 
responsive  to  changing  economic  conditions.  In  a  number  of  respects 
present  legislation  leaves  the  administrator  free  to  establish  terms  at  or 
below  specified  maximums,  but  in  practice  the  administrators  have  with 
few  exceptions  interpreted  their  responsibilities  to  require  operation  at  the 
statutory  limits.  This  has  led  at  times  to  large  extensions  of  mortgage  eredit 
when  both  the  economy  and  the  construction  industry  were  already  fully 
employed,  with  the  result  that  building  costs  and  the  prices  of  homes  were 
driven  up  and  home  buyers  injured.  Under  conditions  of  slack  employment, 
however,  it  would  usually  be  beneficial  to  have  available  and  to  employ  the 
stimulus  to  home  building  and  modernization  that  is  provided  by  the  offer 
of  more  liberal  credit  terms. 

The  way  to  avoid  the  inflationary  influence  of  excessively  liberal  mortgage 
credit  terms  at  certain  times,  and  to  help  offset  unfavorable  developments 
by  an  easing  of  terms  at  other  times,  is  to  make  provision  for  permissive 
adjustments  in  the  conditions  on  which  credits  may  be  insured  or  guaran¬ 
teed.  To  some  extent  these  influences  on  the  construction  industry  may 
be  exercised  through  general  monetary  and  credit  measures.  But  the  spe¬ 
cific  device  of  varying  the  terms  and  conditions  of  mortgage  financing  will 
ordinarily  be  more  effective,  since  it  goes  directly  to  those  aspects  of  the 
loan  contract — the  down-payment  requirement  and  the  repayment  period— 
to  which  borrowers  are  most  sensitive. 

The  principle  of  permissive  adjustment  has  already  received  Congres¬ 
sional  approval  in  the  Housing  Amendments  of  1953.  Under  these  amend¬ 
ments,  the  President  was  given  discretionary  power,  within  defined  statu¬ 
tory  limits  and  with  regard  for  economic  conditions,  to  fix  the  maximum 
terms  to  maturity  and  maximum  loan-value  ratios  on  FHA-insured  loans 
for  the  purchase  of  new,  single-family  homes.  It  would  be  desirable  to 
broaden  the  area  of  permissive  action  by  authorizing  the  President  to  regu¬ 
late,  within  appropriate  statutory  limits,  the  maximum  loan-value  ratios, 
terms  to  maturity,  and  interest  rates  that  may  be  carried  by  FHA-insured 
and  VA-guaranteed  loans  of  all  types. 

Modernization  of  Existing  Houses 

The  major  emphasis  of  Federal  programs  in  the  housing  and  home 
financing  fields  has,  since  their  start,  been  on  the  encouragement  of  new 
construction.  Present  FHA  programs  provide  more  liberal  financing  tenns 
to  the  purchaser  of  a  newly  constructed  house,  especially  if  it  is  located 
in  a  new  neighborhood,  than  to  the  buyer  of  an  existing  house,  located  in 
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an  older  neighborhood.  The  result  has  been  to  encourage  the  development 
of  new  neighborhoods  while  doing  much  less  to  aid  older  areas  which  have, 
in  many  cases,  fallen  into  serious  disrepair  and  obsolescence. 

It  is  necessary  to  take  strong  steps  to  correct  the  growing  blight  on  the 
Nation’s  stock  of  housing.  Without  relaxing  efforts  to  increase  the  housing 
supply  through  an  appropriate  volume  of  new  construction,  a  significant 
improvement  in  housing  conditions  can  be  effected  through  a  broad  pro¬ 
gram  of  repair  and  modernization  of  existing  structures  and,  in  cooperation 
with  local  governments,  through  a  program  of  planned  rehabilitation  of 
older  neighborhoods.  Furthermore,  the  construction  and  related  activity 
which  this  would  involve  would  help  to  maintain  prosperity  in  the  building 
and  equipment  manufacturing  industries  and  serve  as  a  sustaining  force 
in  the  entire  economy. 

Repair  and  modernization  loans 

The  rehabilitation  of  our  housing  supply  would  be  facilitated  by  certain 
changes  in  the  terms  and  conditions  on  which  loans  for  the  repair  and 
modernization  of  existing  structures  are  available  under  Title  I  of  the 
National  Housing  Act.  Spiecifically,  the  maximum  insurable  loan  for  the 
repair  or  modernization  of  single-family  structures  should  be  raised  from 
$2,500  to  $3,000,  and  the  maximum  allowable  maturity  extended  from  3 
to  5  years.  Upward  adjustments  should  also  be  made  in  the  ma.ximum  size 
and  maturity  of  loans  for  the  repair  or  modernization  of  multi-family  dwell¬ 
ings  and  commercial  structures.  The  inclusion  of  FHA’s  Title  I  program 
within  the  scope  of  the  permissive  authority  recommended  above  would 
make  it  possible  to  adjust  the  terms  and  conditions  of  loan  insurance  within 
the  higher  statutory  limits,  if  necessary  as  a  restraint  on  overexpansion  of 
credit. 

FHA  terms  on  mortgage  loans  secured  by  existing  structures 

Another  forward  step  would  be  to  remove  the  discrimination  against 
existing  housing  in  present  insurance  programs.  It  is  desirable  to  make 
the  terms  on  which  the  Federal  Housing  Administration  will  insure  loans 
on  existing  houses  more  nearly  comparable  with  those  available  on  new 
houses.  Not  only  would  this  expand  activity  directed  to  the  rehabilitation 
of  existing  structures,  but  it  would  give  greater  flexibility  to  our  economic 
system  by  facilitating  transfers  of  houses,  including  those  effected  on  the 
so-called  “trade-in”  basis.  Transfers  and  exchanges  of  houses  deserve 
emphasis  at  this  time,  because  many  families  that  acquired  homes  in  recent 
yean  are  finding  them  inadequate  in  view  of  changed  family  size  and  im¬ 
proved  economic  circumstances. 

Neighborhood  Rehabilitation 

The  adjustments  in  FHA  legislation  outlined  above  would  contribute 
significantly  to  the  improvement  of  the  Nation’s  st(x;k  of  housing,  and 
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would  help  to  check  the  decline  of  older  neighborhoods — to  the  extent  that 
this  can  be  done  by  individual  home  owners  acting  more  or  less  in¬ 
dependently.  The  problem  of  arresting  blight  is  vastly  more  difficult,  how¬ 
ever,  in  the  large  centers  of  population,  where  many  structures  are  of  the 
multi-unit  type,  requiring  large  expenditures  for  rehabilitation,  and  where 
deterioration  is  often  most  serious.  A  successful  fight  against  blight  can 
be  waged  in  these  cities  only  if  it  is  planned  and  carried  forward  on  a  basis 
sufficiently  broad  to  improve  the  character  of  a  whole  neighborhood.  This 
calls  for  determined  action  at  the  local  level  in  the  planning  and  adminis¬ 
tration  of  broad  and  soundly  conceived  programs  of  neighborhood  re¬ 
habilitation.  In  some  cases,  urban  blight  can  be  corrected  only  by  the  total 
clearance  of  an  area  and  its  subsequent  redevelopment;  more  frequently, 
however,  the  need  is  for  selective  demolition  and  rehabilitation,  thus  con 
serving  and  renewing  what  is  still  useful  in  older  neighborhoods. 

There  are  certain  ways  in  which  the  Federal  Government  can  assist 
such  programs,  and  steps  should  be  taken  at  once  to  make  this  aid  avail 
able.  The  changes  in  FHA  legislation  suggested  above  would  be  a  step  in 
this  direction.  It  would  also  be  desirable  to  give  explicit  authority  to  the 
Federal  Housing  Administration  to  insure  mortgages  on  existing  as  well  as 
new  properties  within  neighborhoods  designated  for  renewal.  In  addition 
the  Federal  Government  should  provide  financial  assistance  to  communities 
that  are  prepared  to  attack  the  problem  of  urban  blight  through  planned 
neighborhood  rehabilitation.  Federal  aid  could  be  promptly  given  for  this 
purpose  without  additional  authorizations  of  funds,  by  making  certain 
of  the  privileges  allowed  under  Title  I  of  the  Housing  Act  of  1949  available 
to  cities  which  indicate  a  capacity  to  carry  out  neighborhood  rehabilitation 
programs  and  a  willingness  to  assume  part  of  the  cost. 

It  would  be  desirable  to  supplement  the  foregoing  program  of  urban 
renewal,  by  making  mortgage  loan  insurance  available  on  especially  liberal 
terms  for  low-income  families  displaced  as  a  result  of  slum  clearance  or 
urban  renewal  activities.  The  present  program  of  public  housing  should 
also  be  continued,  at  least  until  it  has  been  established  whether  the  proposed 
strengthened  aids  to  private  financing  will  make  it  possible  to  meet  the 
housing  needs  of  low-income  families  through  private  effort. 


Regulations  Governing  Housing  Credit  Aros 

Certain  features  of  existing  housing  credit  law  and  regulations  have  been 
made  obsolete  by  the  inflation  of  recent  years.  An  important  adjustment 
would  be  to  raise  the  amount  of  the  maximum  loan  that  may  be  insured 
by  the  Federal  Housing  Administration.  At  present,  this  is  $16,000  for 
owner-occupied  one-  and  two-family  houses.  This  amount,  originally  set 
in  1934,  has  remained  unchanged  despite  the  great  rise  in  construction  costs 
and  in  prices  of  housing  that  has  occurred  in  the  meantime.  The  maximum 
might  be  raised  to  $20,000,  with  appropriate  differentials  for  three-  and 
four-family  dwellings. 
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As  suggested  above,  increases  in  the  amount  that  may  be  loaned  on  the 
basis  of  Title  I  financing,  whether  for  the  repair  and  modernization  of  a 
single-family  residence  or  for  a  multi-unit  or  commercial  structure,  are  also 
desirable.  Finally,  the  administrative  regulations  of  loan  insurance  and 
guarantee  agencies,  which  set  standards  on  new  construction  and  define 
the  kinds  of  modernization  programs  eligible  for  Federal  credit  assistance, 
should  be  kept  abreast  of  technological  advances  in  the  building  and 
equipping  of  homes. 

Secondary  Mortgage  Market  Facilities 

An  institution  for  discounting  mortgage  investments  in  good  standing 
would  perform  an  important  function  in  the  American  financial  system, 
and  such  an  institution  should  be  established.  It  would  help  make  mort¬ 
gage  funds  available  in  areas  where  there  may  be  transient  shortages  of 
capital.  It  should  also  be  authorized  to  purchase  insured  and  guaranteed 
mortgages  of  specified  types  when  the  President  directs  that  such  action 
is  in  the  public  interest.  I’hese  functions,  which  are  so  necessary  to  a 
smoothly  operating  market  and  to  sound  economic  growth,  must  not  be 
confused  with  the  unsound  policy  of  pumping  Federal  credit  into  an 
inflationary  mortgage  market.  Such  a  policy  serves  the  interests  of 
neither  borrowers  nor  lenders,  let  alone  of  the  economy  at  large.  The 
proposed  agency  should  be  financed  with  private  funds  to  the  greatest 
extent  practicable;  but  the  Federal  Treasury  should  be  authorized  to  pro¬ 
vide  it  with  financial  support,  in  order  that  it  may  have  access  to  adequate 
resources. 

Need  for  Further  Study 

Further  steps  could  be  taken  to  facilitate  the  repair  and  modernization 
of  existing  structures,  by  making  supplementary  advances  on  outstanding 
mortgage  loans  more  readily  and  economically  available.  To  this  end, 
means  to  overcome  the  technical  difficulties  of  insuring  supplementary  loans 
are  being  studied. 

In  some  quarters  concern  has  been  expressed  over  the  possibility  that 
adverse  economic  developments  might  lead  to  extensive  defaults  on  out¬ 
standing  home  mortgage  contracts,  because  of  the  unusually  liberal  terms  on 
which  many  of  them  were  written  and  the  allegedly  low  equities  of  home- 
owners  in  their  properties.  Studies  of  the  home  mortgage  situation  suggest, 
however,  that  defaults  on  outstanding  contracts  would  not  be  widespread 
m  a  moderate  recession.  Large  numbers  of  homeowners  have  accumulated 
substantial  equities  in  their  properties,  and  are  unlikely  to  allow  them  to  go 
into  default.  Furthermore,  present  FHA  and  VA  laws  and  regulations 
permit  the  exercise  of  sufficient  forbearance  to  prevent  widespread  difficul¬ 
ties.  These  matters,  however,  need  further  attention  in  our  continuing 
studies  of  economic  preparedness. 
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Several  financial  problems,  outside  the  housing  field,  are  being  examined 
with  a  view  to  action.  The  Federal  securities  laws  were  enacted  nearly 
twenty  years  ago  and  have  remained  largely  unchanged  over  that  jDeriod. 
Some  modifications  in  these  laws  arc  needed  which,  while  fully  protecting 
the  interests  of  investors,  will  make  the  capital  market  more  accessible  to 
businesses  of  moderate  size.  It  would  also  be  desirable  to  simplify  the  rules 
and  thus  reduce  the  costs  of  registration  of  new  issues  and  their  subsequent 
distribution. 

Another  problem  under  study  is  the  feasibility  of  extending  Federal  in¬ 
surance  to  the  funds  placed  by  small  savers  in  the  shares  of  credit  unions. 
Shareholders  in  these  cooperative  institutions  do  not  have  at  present  the 
type  of  protection  that  is  afforded  to  depositors  in  commercial  and  savings 


banks  and  to  shareholders  in  savings  and  loan  associations. 

Finally,  the  rapid  growth  in  recent  years  of  the  Federal  Government’s 
activities  in  the  field  of  direct  lending  to  businesses,  to  farmers,  to  munici¬ 
palities,  and  to  homeowners,  and  its  related  activities  in  insuring  or  guaran¬ 
teeing  loans  by  private  lending  institutions,  presents  an  important  problem 
in  connection  with  efforts  to  moderate  economic  fluctuations.  These 
manifold  programs  can  and  should  be  administered  with  increasing  atten¬ 
tion  to  their  impact  on  the  over-all  economy  and  the  contribution  that  they 
can  make  to  a  stable  economic  prosperity.  To  the  extent  that  they  work 
at  cross  purposes,  or  in  a  manner  that  tends  to  reinforce  inflationary  or 
deflationary  tendencies,  they  make  more  difficult  the  tasks  of  general 
economic  policy.  The  coordination  of  Federal  activities  in  these  fields 
has  been  inadequate.  Careful  study  must  be  given  to  appropriate  means 
for  bringing  it  about. 
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Chapter  8 

Agriculture  in  an  Expanding  Economy 

Trends  in  real  farm  income  have  been  distinctly  unfavor¬ 
able  since  1947,  despite  a  generally  prosperous  national  economy. 
During  1947-53,  operators’  real  net  farm  income  per  farm  fell  almost  one- 
third  and  their  real  net  farm  income  per  farm-family  worker  fell  one-fifth. 
However,  1947  marked  an  all-time  peak  in  realized  net  farm  income,  and 
agriculture  has  been  in  a  relatively  good  financial  position  to  make  postwar 
readjustments.  Its  financial  liquidity  remains  high,  notwithstanding  the 
decline  in  farm  incomes.  The  real  value  of  total  agricultural  assets  and  of 
farm  proprietors’  equities,  per  farm  or  per  farm-family  worker,  is  substan¬ 
tially  above  1947  levels. 

Rapidly  mounting  farm  surpluses  make  it  clear  that  agriculture  continues 
to  face  many  of  the  serious  economic  problems  which  have  plagued  it,  ex¬ 
cept  in  periods  of  war,  during  recent  decades.  These  problems  are  ex¬ 
tremely  complex,  and  lasting  solutions  have  thus  far  been  elusive.  Agricul¬ 
ture  provides  the  classic  example  of  a  basic  and  important  industry  whose 
adjustment  to  an  expanding  economy  must  be  facilitated  if  it  is  to  contribute 
fully  to,  and  share  equitably  in,  stable  economic  growth. 

Major  Agricultural  Problems 

Adjustments  of  production  to  meet  consumer  demand 
Generally  speaking,  American  agriculture  has  not  been  producing, 
without  significant  surpluses  or  deficits,  the  foods  and  fibers  which  domestic 
consumers  and  foreign  buyers  want  at  current  prices.  Over  the  years,  con¬ 
sumer  needs  and  tastes,  costs  of  production,  and  world  trade  patterns  have 
changed  radically.  The  difficulties  of  marketing  several  major  crops,  even 
under  prosperous  conditions,  indicate  how  incompletely  American  agricul¬ 
tural  production  has  adapted  to  these  basic  changes. 

Wheat  and  cotton  offer  striking  examples  of  the  present  imbalance  be¬ 
tween  production  and  consmnption  which  high  and  rigid  price  supports — 
based  as  they  currently  are  on  1910-14  price-cost  relationships — tend  to 
create.  Between  1910-14  and  1953,  the  cost  in  manhours  of  producing  a 
bushel  of  wheat  declined  more  than  two-thirds,  the  cost  of  producing  a 
bale  of  cotton  nearly  one-half.  Present  price  supports  fail  to  reflect 
adequately  the  important  cost-reducing  advances  in  agricultural  technology 
which  these  manhour  data  imply.  In  1953  our  wheat  production  was  1,169 
million  bushels,  compared  with  an  annual  average  of  724  million  in  1910-14. 
Yet  annual  domestic  food  consumption  of  wheat  was  virtually  the  same 
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(about  490  million  bushels)  in  1953  as  forty  years  earlier.  During  the  war 
and  immediate  postwar  period,  our  huge  wheat  output  was  a  great  asset 
for  ourselves  and  our  allies.  But,  with  the  restoration  of  more  normal  world 
conditions,  exports  and  domestic  feed  and  seed  uses  promise  to  absorb,  at 
present  support  levels,  only  about  two-thirds  of  the  wheat  production 
in  excess  of  domestic  food  needs.  As  a  result,  about  250  million  bushels 
from  the  1953  crop  must  be  added  to  already  excessive  earry-overs.  The 
same  is  true  for  cotton.  Production  in  1953  was  2.2  million  bales  greater 
than  the  1910-14  average  but,  during  the  current  year,  domestic  consump. 
tion  plus  exports  is  expected  to  be  1.9  million  bales  less  than  four  decades 
ago,  with  4.1  million  bales  being  added  to  carry-overs.  Meanwhile,  sub¬ 
stantial  increases  in  pcr-capita  consumption  of  fibers,  instead  of  benefiting 
cotton,  have  been  captured  almost  wholly  by  synthetic  fibers. 

Both  wheat  and  cotton  have  been  “priced  out”  of  important  domestic  and 
foreign  markets  by  high  and  rigid  price  supports.  These  supports  have 
encouraged  domestic  production  of  wheat  and  cotton  beyond  foreseeable 
needs,  and  have  contributed  to  an  expansion  of  competitive  foreign  produc¬ 
tion  greater  than  would  otherwise  have  occurred.  They  have  resulted  in 
huge  surpluses  in  government  hands,  and  have  led  to  the  imposition  of 
drastic  controls  on  individual  producers.  Such  undesirable  consequences 
are  inevitable  if  present  rigid  price-support  policies  arc  continued  indefi¬ 
nitely,  without  regard  to  current  levels  of  supply,  prospective  demand,  and 
the  costs  of  public  storage. 

For  such  crops,  a  transition  to  new  price-support  levels  is  necessary.  How¬ 
ever,  since  it  will  take  time  for  producers  to  adjust  to  changing  conditions, 
this  transition  should  be  gradual.  Government  assistance  can  facilitate 
shifts  to  the  production  of  products  for  which  the  long-run  demand  is  nwt 
favorable.  In  this  connection,  it  may  be  noted  that  crops  and  livestock 
products  accounting  for  about  56  percent  of  gross  cash  farm  income  cur¬ 
rently  receive  no  direct  price  support  and  gain  little  from  the  support  pro¬ 
gram.  Yet  this  nonsupported  group  includes  most  of  the  commoditb 
whose  production  must  generally  be  maintained  or  expanded,  if  future 
consumer  needs  are  to  be  adequately  met. 

Reduction  of  price  and  income  fluctuations 

Another  major  problem  of  American  agriculture — though  one  that  is 
not  confined  to  this  industry — arises  from  the  great  instability  of  its  prices 
and  incomes.  There  are  several  reasons  for  this  instability. 

First,  farm  prices  are  much  more  sensitive  to  changes  in  general  business 
conditions  than  are  the  prices  of  things  farmers  buy.  As  a  result,  agri¬ 
culture’s  “terms  of  trade”  with  the  rest  of  the  economy  fluctuate  widely, 
being  favorable  as  a  rule  in  periods  of  business  prosperity  but  taking  a  quick 
turn  for  the  worse  when  business  recession  appears.  Agriculture  therefore 
has  an  especially  strong  interest  in  the  over-all  stability  of  the  economy,  and 
needs  effective  protection  of  its  price  structure  in  the  event  of  general  reces¬ 
sion.  The  difficulties  of  carrying  out  such  a  program  are  increased,  how- 
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ever,  if  high  and  rigid  price-support  policies  are  pursued  during  generally 
prosperous  times.  For  then,  storage  stocks  arc  likely  to  accumulate  on  a 
scale  so  large  as  to  accentuate  the  threat  to  the  stability  of  farm  prices 
in  a  period  of  economic  contraction. 

Second,  agricultural  prices  and  incomes  are  peculiarly  subject  to  the 
vagaries  of  nature.  Plant  and  animal  diseases,  drought,  and  floods  cause 
short-term  fluctuations  in  crop  yields,  and  may  cause  costly  changes  in  the 
size  of  livestock  herds.  By  protecting  the  adequacy  of  physical  supplies  of 
wheat,  the  feed  grains,  and  cotton  against  weather  hazards,  war,  and  other 
emergency  conditions,  a  farm  storage  program  can  serve  the  public  interest 
well.  But  if  public  storage  becomes  a  method  of  accumulating  indefinitely 
the  surpluses  induced  by  unduly  high  price  supports,  it  loses  most  of  its 
effectiveness  in  offsetting  the  ordinary  year-to-year  variations  which  result 
from  natural  causes. 

Third,  market  prices  can  and  often  do  mislead  farmers  in  their  production 
decisions.  Especially  in  livestock  production,  high  prices  tend  to  induce  an 
excessive  expansion  of  output,  which  results  later  in  unduly  low  prices  that 
in  turn  bring  about  overcontraction  and  a  repetition  of  the  cycle.  A  sound 
storage  program  can  help  to  reduce  this  type  of  instability;  so  can  price 
supports,  announced  as  they  are  in  advance  of  farmers’  production  decisions, 
if  not  fixed  at  a  level  that  encourages  continuing  excessive  production. 
High  and  rigid  supports  on  feed  grains  are  of  doubtful  wisdom.  The  feed 
grains  are  cash  crops  to  only  a  minor  extent.  If  their  prices  are  supported 
at  high  levels,  livestock  producers  who  grow  their  own  grains  gain  little, 
while  those  who  do  not  will  suffer  in  periods  of  falling  livestock  prices. 

Rural  poverty 

A  third  major  problem  of  American  agriculture  is  that  many  farm  fami¬ 
lies  have  failed  to  share  adequately  in  the  fruits  of  the  Nation’s  phenomenal 
economic  progress.  Despite  25  years  of  national  farm  programs,  numerous 
farm  families  still  have  incomes  that  are  not  sufficient  to  provide  a  satisfac¬ 
tory  level  of  living.  This  persistence  of  |X)ckets  of  rural  poverty  in  an 
era  of  plenty  gives  cause  for  public  concern. 

Of  course,  a  substantial  number  of  farm  families  have  already  achieved 
satisfactory  levels  of  income.  In  1949,  about  1.9  million  (36  percent)  of  the 
Nation’s  farm-operator  families  had,  in  addition  to  housing  and  home-grown 
foods,  net  cash  incomes  from  all  sources  of  $2,500  or  more.  More  than  a 
fourth  of  these  higher-income  families  were  on  part-time  and  residential 
farms,  deriving  the  greater  part  of  their  income  from  off-farm  sources;  and 
most  of  the  remaining  families  either  combined  the  operation  of  small  com¬ 
mercial  farms  with  off-farm  employment  or  of)erated  larger  commercial 
farms  on  a  full-time  basis.  Given  remunerative  local  nonfarm  employ¬ 
ment  opportunities,  even  families  living  on  small  farms  can  achieve  a  satis¬ 
factory  level  of  living. 

Of  the  farm  families  that  are  almost  wholly  dependent  ujx)n  income  from 
agriculture,  as  a  rule  only  those  on  medium-sized  to  large  commercial  farms 


9* 


can  be  said  to  live  well.  In  1949,  1,2  million  of  the  latter  (22  percent  of 
all  farms)  accounted  for  73  percent  of  the  Nation’s  gross  cash  farm  mar¬ 
ketings.  Since  the  operators  of  these  farms  sell  the  bulk  of  the  Nation’s  farm 
products,  they  stand  to  gain  most  from  price  supports,  unless  forced  to  bear 
the  brunt  of  acreage  restrictions.  Their  principal  economic  problem  is  the 
instability,  rather  than  the  low  level,  of  farm  prices  and  incomes. 

On  the  other  hand,  in  1949  about  1.5  million  (29  percent)  of  the  Nation’s 
farm  families  were  netting  from  all  sources  less  than  $1,000  of  cash  income— 
not  including,  however,  housing  and  home-grown  foods.  For  the  most 
part,  these  families  lacked  significant  amounts  of  income  from  off-farm 
sources.  At  the  same  time,  they  produced  too  little  for  sale  to  benefit 
appreciably  from  farm  price  supports,  however  high.  The  solution  to  their 
income  problem  lies  largely  in  the  expansion  of  local  nonfarm  employment 
or  in  movement  to  better  opportunities  elsewhere.  If  some  of  these  families 
are  to  achieve  satisfactory  levels  of  income  from  farming,  their  relatively 
small  farms  must  ultimately  be  replaced  by  more  efficient,  larger-scale 
family  farms.  This  will  require  both  a  continuing  shift  of  underemployed 
farm  people  into  more  productive  work  and  a  substantial  influx  of  capital 
into  agriculture. 

While  readjustments  of  this  type  have  actually  been  under  way  for  some 
time,  the  difficulties  which  they  present  have  been  complicated  by  recent 
advances  in  agricultural  technology.  These  have  developed  serious  imbal¬ 
ances  in  American  agriculture’s  total  productive  capacity  relative  to  imme¬ 
diate  domestic  and  export  needs.  Over  the  long  run,  the  pockets  of  poverty 
which  persist  in  American  agriculture  will  be  most  effectively  reduced  by  the 
growing  opportunities  for  nonfarm  employment  that  accompany  the  ex¬ 
pansion  of  the  economy.  A  growing  economy  will  also  provide  the  capital 
and  technical  knowledge  necessary  to  bring  most  of  our  farms  closer  to  the 
level  of  efficiency  already  achieved  by  the  best  farms. 


Proposed  Agriculttjral  Legislation 

In  formulating  public  policies  to  achieve  a  more  stable,  prosperous,  and 
efficient  agriculture,  we  must  start  where  we  now  find  ourselves,  and  proceed 
a  step  at  a  time.  Compromises  among  partially  conflicting  objectives— 
such  as  stability,  efficiency,  economic  freedom,  and  governmental  economy- 
are  unavoidable  here.  The  present  situation  is  serious,  and  we  can  no  longer 
delay  making  those  revisions  in  agricultural  policy  that  will  move  us  toward 
desirable  goals.  Accordingly,  it  was  recommended  in  the  Special  Message 
on  Agriculture  on  January  11,  1954  that,  with  minor  changes,  the  Agricul¬ 
tural  Act  of  1948,  as  amended  by  the  Act  of  1949,  be  made  fully  operative 
for  all  commodities. 

The  Acts  of  1948  and  1949  had  two  distinct  advantages  over  previous 
agricultural  legislation.  First,  for  all  “basic”  commodities  except  tobacco, 
they  subsdtuted  adjustable  price-support  levels — that  is,  from  75  to  90  per¬ 
cent  of  parity,  the  psercentage  varying  inversely  with  current  levels  of 


9a 


supply — for  rigid  90  percent  supports.  Second,  they  introduced  a  “mod¬ 
ernized”  parity-price  formula. 

Adjustable  price  supports 

By  the  Act  of  1949,  Congress  recognized  the  necessity  of  relating  price- 
support  levels  inversely  to  current  levels  of  supply,  in  order  to  avoid  chronic 
overproduction,  excessive  stockpiling,  and  drastic  acreage  controls.  Thus, 
Clongress  provided  that,  if  supplies  are  above  normal,  price  supports 
shall  be  lowered  by  specified  amounts  to  induce  greater  consumption  and 
smaller  output;  if  supplies  are  below  normal,  price  supports  shall  be  raised 
by  specified  amounts  to  encourage  expansion  of  output.  Although  this 
principle  is  wholly  sound,  the  Congress  has,  up  to  the  present  time,  postponed 
the  shift  from  high  and  rigid  to  adjustable  price  supports  on  wheat,  com, 
cotton,  peanuts,  and  rice. 

Largely  as  a  result  of  this  action,  the  Commodity  Credit  Corporation’s 
commitments  on  January  1,  1954  already  reached  879  million  bushels  of 
wheat,  643  million  bushels  of  com,  and  7.4  million  bales  of  cotton — to¬ 
gether  representing  a  cost  value  of  4.3  billion  dollars — and  they  are  still 
rising.  Under  these  circumstances,  the  acreage  restrictions  imposed  on 
1954  crops  are  an  inadequate  corrective.  Price-support  levels  designed  to 
encourage  larger  sales  also  appear  to  be  necessary  if  further  piling-up  of 
government  stocks  and  regimentation  of  individual  farmers  are  to  be 
avoided.  Hence,  it  has  been  recommended  that  the  price-support  legisla¬ 
tion  of  1949  take  effect  for  the  “basic”  crops,  as  presently  scheduled,  on 
January  1, 1955. 

“Modernized"  parity 

By  the  Act  of  1949,  Congress  also  recognized  the  desirability  of  bringing 
and  keeping  the  base  period  for  parity-price  computations  up  to  date. 

1  In  previous  legislation,  the  “parity  price”  of  a  given  farm  product  had  been 
.  defined  as  its  average  price  in  1910-14  (or  some  other  past  period),  in- 
'  creased  by  the  same  proportion  as  a  general  index  of  prices  paid  by  farmers 
j  had  increased.  This  old  parity  had  tended  to  overvalue  such  crops  as  cot¬ 
ton,  com,  wheat,  and  peanuts,  and  to  undervalue  livestock  and  livestock 
products.  In  “modernizing”  the  parity-price  formula.  Congress  specified 
that  the  average  price  of  a  given  farm  product  in  the  most  recent  ten  years 
;  be  used  to  determine  its  price  relationship  to  other  farm  commodities,  while 
retaining  the  over-all  1910-14  relationship  of  farm  to  nonfarm  prices. 
Through  this  “modernized”  parity — which  is  now  in  effect  for  all  but  four 
commodities — provision  was  made  for  a  relative  price  structure  that  is 
more  consistent  with  current  consumer  preferences,  export  demand,  and 
production  costs. 

Congress  should  avoid  further  postponement  (beyond  the  present  ef¬ 
fective  date  of  January  1,  1956)  of  the  application  of  the  “mcxlemized” 
formula  to  those  “basic”  commodities — corn,  cotton,  wheat,  and  peanuts — 
whose  old  parity  price  is  higher  than  the  new.  The  Act  of  1949  provided 
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that,  in  such  cases,  the  transition  from  the  old  to  a  lower  new  parity  should 
be  limited  to  5  percent  a  year.  This  provision  for  a  transition  should  be 
re-enacted  with  reference  to  the  “basic”  crops. 

Disposal  of  surplus  stocks 

The  proposed  changes  will  advance  us  toward  the  goal  of  a  sound  agri- 
cultural  policy.  While  they  would  continue  the  principle  of  assuring  farm¬ 
ers  a  high  degree  of  price  certainty  and  price  stability,  they  would  also 
encourage  needed  and  effective  adjustments  of  production  to  current  de¬ 
mand  and  carry-over,  discourage  the  building  up  of  burdensome  surpluses, 
and  reduce  the  frequency  and  extent  of  acreage  restrictions  on  individual 
farmers.  Unfortunately,  stocks  have  already  reached  huge  proportions. 
To  cover  present  price-support  commitments  on  1953  and  1954  crops,  it 
has  been  recommended  that  the  borrowing  authority  of  the  Commodity 
Credit  Corporation  be  increased  from  6.75  billion  to  8.5  billion  dollars.  In 
order  to  introduce  the  new  program  gradually  and  give  it  a  reasonable 
chance  of  success,  the  influence  of  surplus  stocks  on  current  markets  and 
prices  must  also  be  reduced. 

For  this  reason,  it  has  been  recommended  that  Congress  authorize  the 
setting  aside  of  up  to  2.5  billion  dollars*  worth  of  CCC  stocks,  with  the 
objective  of  insulating  them  from  regular  domestic  and  foreign  markets. 
This  measure,  however,  can  succeed  only  if  further  major  additions  to 
carry-overs  cease  after  1954.  To  the  extent  that  foreign  disposal  is  under¬ 
taken,  it  should  be  carried  out  so  as  to  augment,  rather  than  displace,  the 
normal  volumes  of  world  trade  in  our  surplus  commodities.  The  magni¬ 
tude  of  our  surplus  problem  could  lead  to  practices  harmful  to  the  economies 
of  other  friendly  nations — a  result  that  must  be  scrupulously  avoided  in  the 
interest  of  the  entire  free  world  economy. 

For  most  farm  products  other  than  the  “basic”  commodities,  the  pm- 
visions  of  the  Act  of  1949  arc  reasonably  satisfactory  and,  with  other 
amendments  already  proposed  in  the  Special  Message  on  Agriculture, 
should  be  continued  along  present  lines.  Problems  surrounding  the  cur¬ 
rent  surplus  of  dairy  products  and  oil  crops  can  be  largely  solved  by  exercise 
of  the  discretionary  authority  already  held  by  the  Secretary  of  Agriculture. 

Matters  for  Further  Study 

Even  if  the  foregoing  recommendations  are  fully  accepted,  important 
matters  remain  for  further  study  and  future  action. 

First,  present  agricultural  legislation  could  lead,  in  a  period  of  economic 
adversity,  to  a  repetition  of  the  mistakes  of  the  thirties,  when  acreage  re¬ 
strictions  and  storage  were  used  to  maintain  food  and  6ber  prices  to  con¬ 
sumers  whose  wants  were  essentially  unchanged  but  whose  purchasing  power 
had  fallen. 

Second,  the  purposes  and  functions  of  storage  in  the  farm  program  need 
re-examination.  The  present  price  support  program  tends  to  maintain  or 
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^  raise  the  prices  of  storable  products,  without  reference  to  the  basic  objectives 
of  storage  policy. 

I  Third,  present  legislation  continues  to  place  reliance  upon  acreage  allot¬ 
ments  as  a  means  of  contracting  production.  While  such  allotments  may 
be  necessary  during  a  period  of  readjustment,  they  are  not  likely  to  be  suc- 

!cessful  for  long,  because  they  encourage  rapid  increases  in  the  pcr-acre 
yields  of  price-supported  crops  and  larger  output  of  unsupported  crops  on 
the  diverted  acres.  Furthermore,  over  a  period  of  years,  acreage  allot- 
^  ments  tend  to  freeze  inefficient  patterns  of  production  among  farmers  and 
regions,  and  to  transform  the  benefits  of  the  farm  program  into  higher  costs 
I  as  land  ownership  changes. 

^  Fourth,  the  present  statutory  classification  of  farm  commodities  into 
“basic”  and  “nonbasic,”  “mandatory”  and  “nonmandatory”  requires  re¬ 
consideration.  The  “basic”  commodities  (wheat,  cotton,  com,  tobacco, 
j  rice,  and  peanuts)  have  consistently  received  preferential  treatment  through 
mandatory  price  supports  at  high  and  rigid  levels.  On  the  other  hand,  most 
crops  and  livestock  products  favored  by  recent  consumption  trends  have 
derived  few  benefits  from  the  price-support  program.  They  have  been 
classified  as  “nonbasic,”  with  price  supports  (usually  nonmandatory)  at 
J  variable  levels. 

;  Finally,  neither  the  present  nor  the  proposed  agricultural  legislation  will 
I  appreciably  raise  the  very  low  incomes  of  some  1.5  to  2.5  million  American 
^  farm  families.  In  many  ways,  this  is  the  most  important,  yet  most  neglected, 
problem  of  agriculture.  The  causes  of  rural  poverty  are  many  and  com- 
I  plex,  and  they  require  careful  and  sympathetic  consideration.  Special 
!  attention  should  be  given  to  means  of  expanding  nonfarm  employment 
s  opportunities;  of  making  present  public  employment-information  services 
I  more  effective;  of  improving  rural  education,  health,  and  housing;  of  adapt- 
ing  present  farm-management  research  and  extension  programs  to  the  needs 
of  low-income  farmers;  of  providing  adequate  intermediate-term  credit  for 
j  farm  diversification  and  enlargement;  and  to  the  feasibility  of  devising 
1  “incentive”  payments  to  speed  the  necessary  shifts  in  the  use  of  agricultural 
j  resources,  while  preventing  hardship  during  the  difficult  transition  period. 
I  The  children  of  today’s  rural  p)overty  will  help  till  our  soil,  populate  our 
!  cities  and  man  our  factories  of  tomorrow.  Clearly,  we  must  attend  dili- 
I  gently  to  their  economic  needs. 
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Chapter  9 

Social  Insurance  and  the  Minimum  Wage 

Because  the  floor  of  security  to  the  individual  has  been 

built  primarily  upon  welfare  considerations,  its  contribution  to  the 
economic  progress  of  the  United  States  has  not  been  adequately  appreciated. 
Yet  the  worker  is  likely  to  be  fully  productive  only  if  he  feels  reasonably  safe 
against  want  from  unemployment,  old-age,  or  misfortune.  To  help  provide 
such  personal  security,  the  Federal  Government  has  developed  or  sponsored 
systems  of  unemployment  insurance,  old-age  and  survdvors  insurance,  and 
public  assistance,  as  well  as  programs  to  conserve  health,  educate  the  young, 
rehabilitate  the  disabled,  and  provide  security  and  opportunity  to  the  war 
veteran.  In  an  effort  to  improve  the  lot  of  the  low-income  worker,  it  has 
also  established  minimum  wages  under  the  Fair  Labor  Standards  Act. 

Some  of  these  programs  need  improvement  in  scope  and  depth,  and  others 
in  clarity  and  financial  strength.  The  specific  recommendations  that  follow 
are  intended  to  make  them  more  effective,  both  as  conditions  of  progress 
and  as  bulwarks  against  instability. 

Federal-State  Unemployment  Insurance  System 

Unemployment  insurance  is  a  valuable  first  line  of  defense  against 
economic  recession.  Benefit  payments  go  to  a  worker  as  a  matter  of  right 
and  at  the  time  he  loses  his  income,  instead  of  as  matter  of  need  and  after 
he  has  exhausted  his  savings  or  liquidated  his  house  and  car.  In  1949, 
a  year  of  recession,  the  amount  of  benefit  payments  was  1.7  billion  dollars — 
more  than  twice  the  1948  level.  Benefits  are  payable,  after  a  brief  waiting 
period,  from  State  unemployment  reserves  of  8.5  billion  dollars.  When  set 
at  appropriate  levels,  they  can  sustain  to  some  degree  the  earner’s  way  of 
life  as  well  as  his  demand  for  commodities.  Thus,  unemployment  insurance 
payments  can  help  to  curb  economic  decline  during  an  interval  of  time  that 
allows  other  stabilizing  measures  to  become  effective. 

Coverage 

But  even  as  a  first  defense,  the  system  needs  reinforcement.  One 
deficiency  is  its  inadequate  coverage.  From  the  beginning  only  certain 
classes  of  earners — now  averaging  annually  about  36  million — have  enjoyed 
protection.  A  worker  laid  off  by  a  Government  agency  gets  no  insurance 
benefits  despite  the  fact  that  in  many  types  of  Federal  jobs  he  is  as  vulnerable 
to  lay-off  or  dismissal  as  the  factory  worker.  It  is  recommended  that 
Congress  include  in  the  insurance  system  the  2.5  million  Federal  civilian 
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employees,  under  conditions  set  by  the  States  in  which  they  last  worked, 
and  that  it  provide  for  Federal  reimbursement  to  the  States  of  the  amount 
of  the  cost,  estimated  to  be  about  25  million  dollars  for  the  fiscal  year 
ending  in  1955.  In  addition,  it  is  hoped  that  the  States  will  include  under 
the  system  the  4.2  million  persons  who  work  for  them  or  for  their  munici¬ 
palities  and  other  political  subdivisions. 

A  person  lacks  protection  also  if  he  works  on  a  farm  or  in  an  establish¬ 
ment  that  processes  farm  products  as  an  incident  to  farming.  It  is  not  sug¬ 
gested  at  this  time  to  include  farm  workers;  but  it  is  recommended  that 
persons  engaged  in  certain  operations  in  the  processing,  packing,  storing, 
or  delivering  of  agricultural  commodities,  which  cannot  reasonably  be 
classed  as  agricultural  pursuits,  be  brought  under  the  insurance  system. 
The  number  to  be  so  added  is  around  200,000. 

A  much  larger  group  of  earners,  numbering  3.4  million,  are  unprotected 
in  35  States  if  they  are  employed  by  small  businesses — meaning  in  most  of 
these  States  firms  with  fewer  than  eight  persons  on  the  payroll.  It  is  pro¬ 
posed  that  Congress  amend  the  present  law  to  cover  employees  of  businesses 
with  fewer  than  eight  employees,  on  the  ground  that  such  workers  need 
protection  no  less  than  those  of  larger,  and  often  more  stable,  enterprises. 
Officials  in  States  that  already  insure  the  employees  of  small  firms  report 
that  the  administrative  burden  of  both  the  agency  and  the  employer  b 
manageable. 

Experience-rating  period 

The  Federal  Unemployment  Tax  Act  does  not  permit  a  State  to  give  an 
experience  rating,  and  therefore  a  tax  reduction,  to  the  employer — however 
stable  his  employment — until  he  has  had  at  least  three  years  of  covered 
experience.  A  newly  covered  employer  is  obliged  to  pay  the  full  2.7  per¬ 
cent  of  his  taxable  payroll  and  is  thus  put  at  a  competitive  disadvantage 
with  the  average  employer,  who  has  over  the  years  been  able  to  reduce 
hb  contribution  to  1.4  percent  and,  in  over  a  dozen  States,  to  1  percent 
or  less.  This  extra  cost  could  be  troublesome  if  the  expansion  of  coverage 
coincided  with  a  business  contraction.  For  these  reasons  it  b  recommended 
that  Congress  allow  the  shortening,  from  three  years  to  one,  of  the  period 
required  to  qualify  for  a  rate  reduction. 

Amount  of  benefits 

A  second  inadequacy  is  the  size  of  benefits.  Originally,  upon  the  recom¬ 
mendation  of  the  President’s  Committee  on  Economic  Security  in  1935, 
the  States  set  benefits  generally  at  50  percent  of  weekly  wages.  However, 
they  also  fixed  dollar  maximums  which  have  since  significantly  curtailed 
the  benefits.  The  effective  ratio  of  average  weekly  unemployment  benefits 
to  average  weekly  wages  of  covered  workers  was  43  percent  in  1938.  Since 
then,  with  dollar  maximums  failing  to  keep  pace  with  rbing  wage  leveb, 
the  effective  ratio  has  fallen  to  33  percent.  At  present,  these  maximiuns 
are  typically  between  $20  and  $30  weekly.  It  b  suggested  that  the  States 
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raise  these  dollar  maximums  so  that  the  payments  to  the  great  majority 
of  the  beneficiaries  may  equal  at  least  half  their  regular  earnings. 

Duration  of  benefits 

A  third  deficiency  is  the  duration  of  benefits.  Only  two  dozen  States 
provide  for  26  weeks,  and  only  four  of  these  pay  benefits  for  that  length 
of  time  to  all  persons  who  meet  minimum  requirements  for  any  benefits. 
During  tlie  1949  recession,  almost  2  million  persons  exhausted  their  rights, 
most  of  them  in  less  than  41/^  months.  Yet  a  conspicuous  feature  of  un- 
employment  is  that,  as  it  increases  in  amount,  it  also  increases  in  duration 
for  the  individual.  For  example,  in  April  1940,  when  unemployment  was 
large,  three-fifths  of  those  seeking  employment  had  been  out  of  work  sLx 
months  or  longer,  compared  with  an  average  duration  in  1953  of  less 
than  two  months.  It  is  urged,  therefore,  that  all  of  the  States  raise  the 
potential  duration  of  unemployment  benefits  to  26  weeks,  and  that  they 
make  the  benefits  available  to  all  persons  who  have  had  a  specified  amount 
of  covered  employment  or  earnings.  A  six-month  period  would  not  prevent 
exhaustion  of  benefits  in  a  severe  slump;  but  in  a  minor  downturn  it  should 
be  adequate  for  a  great  majority  of  the  claimants. 

Federal  loans  to  reserve  funds 

A  fourth  point  deserves  attention.  The  present  law  requires  that  unem¬ 
ployment  benefits  in  each  State  be  paid  out  of  its  own  earmarked  reserve 
in  the  Federal  Treasury.  The  reserves  of  most  States  are  sufficient  to 
finance  payments  for  a  number  of  years  at  the  unemployment  experience 
of  1946-52.  But  the  reserves  of  a  few  States  arc  less  adequate  and  might 
be  jeopardized  by  widespread  unemployment.  It  is  recommended,  there¬ 
fore,  that  the  Congress  provide  machinery  for  granting  non-interest-bearing 
loans  to  a  State  whose  reserves  arc  near  exhaustion. 

The  Federal  Unemployment  Tax  Act  levies  a  tax  on  all  covered  em¬ 
ployers,  of  which  the  share  that  is  retained  by  the  Federal  Government  is 
0.3  percent  of  taxable  payrolls.  Annual  appropriations  are  made  to  cover 
the  costs  of  the  State  and  the  Federal  Governments  in  administering  the 
Act.  Since  these  appropriations  are  less  than  the  receipts  of  the  tax,  it  is 
possible  to  use  the  diflference  to  establish  a  fund  from  which  loans  to  needy 
State  funds  can  be  made.  In  the  interest  of  allowing  a  State  a  reasonable 
interval  in  which  to  readjust  its  economy  and  attract  new  industries,  it  is 
recommended  that  repayment  of  any  loan  made  from  the  fund  be  postponed 
until  after  it  has  been  outstanding  for  four  years.  Repayment  should 
nevertheless  start  earlier,  if  at  any  time  the  State’s  fund  rises  above  a  safe 
minimum  or  its  contribution  rate  is  not  sustained  at  a  level  reflecting  its 
financial  responsibility. 

Improved  benefits  and  administration 

Adoption  by  Congress  and  the  States  of  the  above  recommendations 
would  extend  protection  to  more  than  10  million  additional  workers,  case 
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the  financial  burden  on  newly  covered  employers,  raise  benefits,  lengthen 
durations,  and  save  the  States’  reserves  from  exhaustion  without  deterring 
new  industries  from  entering  a  State  undergoing  economic  readjustment. 
I'hey  would  constitute  the  most  important  improvement  for  defending  the 
worker  against  recession  that  has  been  made  in  our  Federal-State  Unem¬ 
ployment  Insurance  System  since  it  was  instituted  more  than  a  decade 
and  a  half  ago. 

It  is  highly  important  that  the  recommended  improvement  of  benefits  he 
accompanied  by  strict  administration  of  the  law,  so  as  to  prevent  abuses  and 
to  assure  that  benefits  are  paid  only  to  workers  who  are  entitled  to  them. 
Nothing  is  more  likely  to  cast  doubt  on  the  unemployment  compensation 
system,  despite  its  great  social  utility,  than  lax  administration. 

Federal  Old-Age  and  Survivors  Insurance  System 

The  present  system  of  Old-Age  and  Survivors  Insurance  covers  about 
four  in  five  of  the  civilian  labor  force  and  pays  average  monthly  benefits 
of  $49  to  a  retired  worker,  and  of  $84.75  to  a  retired  worker  and  his  wife, 
compared  with  maximum  benefits  of  $85  and  $127.50,  respectively.  At  the 
end  of  1953  it  was  paying  benefits  to  almost  1.5  million  widows  and  children, 
as  well  as  over  4.5  million  aged — close  to  6  million  persons  altogether. 

Benefits  are  financed  from  payroll  taxes — one-half  being  paid  by  the  em¬ 
ployer,  except  for  the  self-employed.  These  combined  tax  rates  rose  to  4 
percent  on  January  1,  1954.  For  the  future  the  law  provides  for  additional 
financing  by  periodic  rate  increases. 

Although  desirable  changes  were  made  in  1950  and  1952,  the  System  has 
urgent  need  of  further  improvement.  Millions  of  workers  are  still  ex¬ 
cluded,  and  benefits  have  not  kept  pace  with  wage  levels  or  living  standards. 
Moreover,  in  the  interests  of  economic  growth,  as  well  as  of  individual 
welfare,  the  retirement  test  should  be  so  adjusted  as  to  remove  barriers  to 
part-time  productive  employment.  On  the  other  hand,  if  an  aged  pierson 
is  obliged  to  give  up  work,  both  human  and  economic  considerations  argue 
for  bi'nefits  in  reasonable  relation  to  his  previous  earnings. 

Coverage 

Coverage  should  be  extended  to  bring  into  the  System  some  10  million 
additional  workers,  4  million  of  them  on  a  voluntary  group  basis.  The 
new  groups  would  include,  principally,  professional  persons  in  independent 
practice,  self-employed  farmers,  hired  farm  workers  and  domestic  workers 
not  now  covered,  members  of  State  and  local  retirement  systems,  and  min¬ 
isters  of  religion.  Further  broadening  of  the  coverage  is  being  considered 
by  the  Congressional  Committee  on  Retirement  Policy  for  Federal  Per¬ 
sonnel,  which  will  soon  report  a  plan  for  including  Federal  employees 
in  OASI  without  impairing  the  independence  of  present  Federal  retire¬ 
ment  plans.  After  the  Committee  has  made  its  report,  appropriate 
recommendations  will  be  made  to  the  Congress. 


Amount  of  benefits 

Old-Age  and  Survivors  Insurance  benefits  should  be  increased;  first, 
by  eliminating  from  the  earnings  base  the  four  lowest  years  of  earnings; 
second,  by  raising  the  benefit  to  55  percent  of  the  first  $1 10  of  the  average 
monthly  wage,  plus  20  percent  of  the  balance;  third,  by  increasing  the 
minimum  benefit  from  $25  to  $30;  fourth,  by  raising  from  $3,600  to  $4,200 
the  annual  maximum  above  which  wages  are  not  counted  in  computing 
benefits  or  taxes.  As  regards  the  retirement  test,  the  earnings  permissible 
without  loss  of  benefits  should  be  put  on  a  yearly  basis  for  all  beneficiaries, 
and  liberalized  in  amount. 

Benefit  rights  of  the  disabled;  rehabilitation 

For  those  with  substantial  OASI  work  records  who  suffer  total  and 
extended  disability,  benefit  rights  should  be  preserved  without  diminu¬ 
tion  or  loss  until  they  reach  age  65.  Furthermore,  all  disabled  workers 
should  be  referred  to  the  Slate  Vocational  Rehabilitation  agencies.  An 
expanded  and  improved  program  of  vocational  rehabilitation  to  help  bring 
more  persons  back  to  productive  employment  was  proposed  to  Congress 
on  January  18, 1954. 

Financial  and  other  aspects 

The  substantial  steps  toward  improvement  of  the  OASI  system  can  be 
safely  taken  without  any  immediate  increase  in  the  payroll  tax  rates.  The 
net  additional  cost  of  the  Administration’s  recommendations  would  be, 
on  a  long-term  basis,  about  one-half  of  one  percent  of  the  annual  payrolls 
subject  to  OASI  taxes. 

It  may  be  observed,  in  passing,  that,  during  the  transition  in  1954  to  the 
recommended  broader  coverage  and  more  liberal  benefits  of  unemployment 
compensation  and  old-age  and  survivors  insurance,  the  increased  expendi¬ 
tures  for  benefits  under  OASI  will  far  more  than  offset  the  net  addition  to 
tax  payments  under  the  imemployment  compensation  system. 

Low  Incomes  and  the  Minimum  Wage 

The  prosperity  enjoyed  by  the  overwhelming  majority  of  Americans 
should  not  blind  us  to  the  minority  of  families  with  annual  incomes  below 
$2,000,  or  even  $1,500.  Low  annual  incomes  are  not  caused  solely  by  low 
wages,  nor  are  high  incomes  assured  by  high  hourly  wage  rates.  Some 
people  have  no  earnings  at  all,  or  extremely  low  earnings  because  of  partial 
unemployment,  sickness,  or  other  factors.  Some  do  not  earn  enough,  even 
\vhen  fully  employed,  to  support  their  families  at  a  decent  living  standard. 

As  one  means  of  dealing  with  the  problem  of  low  incomes.  Congress 
and  some  State  legislatures  have  sought  to  place  a  floor  under  wages  by  re¬ 
quiring  employers  not  to  pay  less  than  a  certain  hourly  rate.  Minimum 
wage  laws  in  the  United  States  now  apply  to  only  28.5  million  employees. 
The  Federal  Fair  Labor  Standards  Act  covers  about  24  million — two- 
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thirds  of  them  factory  workers — at  a  minimum  of  75  cents  per  hour,  with 
few  exceptions  other  than  for  learners  and  handicapped.  This  75-cent 
minimum  became  effective  just  before  the  invasion  of  Korea,  when  the 
!  cost  of  living  was  appreciably  lower  than  at  present.  Twenty  States  cover 
another  4.5  million  workers,  the  majority  of  them  women  or  minors  in 
retail  trade.  The  State  minimums,  usually  established  under  wage  orders 
by  specially  appointed  boards,  range  for  the  most  part  between  60  and  75 
E  cents. 

There  are  several  considerations  concerning  minimum  wages  that  deserve 
comment.  These  relate  to  legal  coverage,  to  appropriate  level,  to  impact 
upon  self-employed  persons  of  low  income,  to  fundamental  measures  for 
reducing  poverty,  and  to  the  method  of  achieving  adjustments  in  minimum 
I  wages, 
i  Coverage 

Neither  the  Federal  nor  the  State  laws  now  include  the  lowest-paid 
workers.  Yet  a  floor  that  does  not  support  the  poorest  worker  may  com¬ 
pound  his  miseries  in  two  ways:  it  may  force  him  to  pay  higher  prices  as 
j  a  customer  of  the  covered  industries  whose  costs  have  risen;  and  it  may 
push  down  his  own  wages  by  obliging  him  to  comjjete  for  jobs  with  persons 
whom  the  covered  industries  have  let  go,  because  they  are  unable  to  pay 
the  higher  minimum.  An  effective  minimum-wage  program  should  cover 
I  millions  of  low-paid  workers  now  exempted. 

Size  of  the  minimum 

A  minimum  does  not  protect  the  inadequately  rewarded  worker  if  it  is 
too  low.  On  the  other  hand,  it  may  not  benefit  him  if  it  is  so  high  as  to 
push  up  the  whole  scaffolding  of  wages  and  of  costs  of  doing  business, 
thus  leading  either  to  inflation  of  prices  and  the  worker’s  own  living  costs, 
or  to  elimination  of  the  less  efficient  employers  and  workers.  Yet  the 
ability  of  the  employer  to  absorb  a  high  minimum  wage  is  limited.  Indeed, 
the  low-pay  industries  of  today  are  often  those  earning  modest  profits, 
having  limited  opportunities  to  increase  productivity,  and  containing  firms 
easily  squeezed  out  of  business  by  rising  costs. 

The  self-employed  worker 

It  is  important  to  recognize  that  the  economic  condition  of  the  wage 
earner  cannot  be  set  off  sharply  from  that  of  the  person  who  provides  his 
own  employment,  ITie  Census  has  revealed  that  one  in  four  of  the 
families  with  incomes  under  $1,500  in  1950  had  the  major  source  of  their 
earnings  in  self-employment.  A  minimum  that  would  benefit  the  wage 
I  earner  materially  may  put  a  heavy  burden  on  the  small  farmer  or  small 
business  operator,  not  only  of  higher  prices  for  what  he — like  the  uncovered 
wage  earner — buys,  but  also  of  the  higher  wages  he  must  pay  if  he  hires 
assistance.  Protection  to  the  wage  earner  must  be  considered  with  full 
regard  to  the  complexities  of  our  society. 
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Basic  means  of  reducing  poverty 

A  minimum  wage  fixed  by  law  helps  to  protect  wage  earners  against  un¬ 
justifiably  low  compensation.  But  a  minimum  wage  program  is  an  ex¬ 
pedient  of  limited  value  for  dealing  with  low  incomes.  The  best  help  for 
the  lowest  earner  is  to  enhance  his  usefulness  as  a  worker,  and  to  improve 
his  knowledge  and  mobility.  Some  individuals  manage  to  attain  economic 
success  with  little  formal  learning;  but,  on  the  average,  there  is  a  close 
relation  between  earnings  and  education.  Fortunately,  education  is  being 
steadily  and  rapidly  extended.  Already,  the  average  American  worker 
under  35  years  of  age  is  a  graduate  of  high  school. 

It  is  also  important  to  keep  in  mind  that,  although  some  low- wage  firms 
are  lucrative,  the  firms  that  skimp  on  rewards  to  their  workers  are,  not 
infrequently,  those  in  which  profits  are  also  small,  owing  in  part  to  inefficient 
management.  Improvements  in  efficiency  of  worker  and  employer  will 
take  time;  but  it  cannot  be  doubted  that  they — rather  than  a  minimum 
wage — provide  the  major  escape  from  poverty. 

Conclusions 

While  minimum  wage  laws  do  not  get  at  the  fundamental  causes  of 
poverty,  they  can  make  a  useful  contribution  to  its  reduction.  Recognizing 
that  an  increase  of  the  minimum  now  provided  by  Federal  law  and  an 
expansion  of  its  coverage  are  desirable,  the  exact  nature  and  timing  of  these 
c  hanges  must  be  worked  out  with  a  view  to  the  best  interests  of  the  economy. 
We  must  not  proceed — as  has  happened  at  times  in  the  past — to  ignore  some 
workers  and  pretend  to  aid  others,  while  in  fact  raising  their  cost  of  living 
and  reducing  their  chances  of  employment.  We  should  undertake  adjust¬ 
ments  of  the  minimum  wage  at  a  time  when  economic  activity  can  take 
them  in  stride,  thereby  minimizing  the  risk  of  unemployment  of  the  less 
productive  workers  whose  welfare  the  minimum  wage  seeks  to  aid.  The 
Secretary  of  Labor  is  continuing  his  intensive  canvass  of  this  highly  complex 
problem  and  is  consulting  with  appropriate  groups.  At  the  proper  time 
recommendations  will  be  made  to  the  Congress. 
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Chapter  10 

Planning  of  Public  Works 

The  first  chapter  of  this  Report  noted  the  opportunity  to  de¬ 
vote  our  productive  potentialities  increasingly  to  peaceful  purposes. 
This  should  mean  a  swelling  stream  of  private  income  and  expenditure  to 
support  better  living  conditions.  It  should  mean  also  the  use  of  some  gov¬ 
ernmental  revenues,  as  they  may  be  released  from  military  and  foreign  aid 
programs  or  generated  by  economic  growth,  to  help  build  the  Nation’s 
physical  stock  of  public  capital.  In  our  country,  the  major  part  of  public 
works  programs  has  been  and  should  continue  to  be  the  responsibility  of  the 
States  and  their  municipal  subdivisions. 

Role  of  Public  Works 

A  strong  economy  requires  that  the  national  estate  of  soil  and  water  re¬ 
sources  be  conserved.  It  is  no  less  important  that  schools  and  welfare  in¬ 
stitutions,  highways  and  airports,  rivers  and  harbors,  parks  and  recreational 
areas,  and  other  needed  public  facilities  be  enlarged  and  improved  con¬ 
comitantly  with  the  increase  of  population,  private  wealth,  and  incomes. 
Indeed,  failure  to  augment  our  public  assets  may  check  the  growth  of  private 
wealth,  as  the  failure  of  the  present  street,  highway,  and  parking  systems  to 
meet  the  needs  of  55  million  motor  vehicles  is  now  threatening  to  do. 

A  growing  economy  brings  with  it  new  needs  for  buildings  and  engineer¬ 
ing  projects  that  clearly  lie  outside  the  realm  of  private  enterprise.  Many 
of  these  needs — for  example,  for  schools — should  be  met  as  they  emerge. 
However,  a  considerable  number  of  public  projects  are,  by  their  very  na¬ 
ture,  more  or  less  postponable. 

Our  public  works  programs  should  be  so  designed  and  executed  as  to 
contribute  to  economic  stability,  by  being  accelerated  in  slack  times  and 
restrained  in  boom  times.  Within  limits,  expenditures  for  public  works  can 
be  timed  to  serve  the  interests  of  stability,  but  only  if  a  reservoir  of  engineer¬ 
ing  studies  and  blueprints  for  specific  projects  has  been  prepared  well  in 
advance  of  need.  A  considerable  amount  of  advance  preparation  of  draw¬ 
ings  and  specifications  has  been  completed  by  the  Federal,  State,  and  local 
governments,  and  more  is  under  way.  If  it  should  become  necessary,  out¬ 
lays  for  Federal  public  works  could  be  stepped  up  by  one-half  or  more 
within  a  year.  State  and  local  outlays,  which  are  now  the  highest  on  record, 
might  be  expanded  to  a  similar  extent,  if  financial  arrangements  were 
adequate. 
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It  goes  without  saying  that  an  effective  public  works  program  must  meet 
genuine  public  needs  and  thus  earn  the  endorsement  of  the  community. 
Its  execution  must  be  compatible  with  private  construction  activities,  with 
which  competition  for  resources  should  be  kept  to  a  practical  minimum. 
Furthermore,  just  as  public  activity  should  supplement  and  encourage  pri¬ 
vate,  so  also  should  Federal  projects  supplement  those  of  States  and  munici¬ 
palities.  Yet  a  public  works  program  must  be  capable  of  administration 
without  centralizing  the  operations  of  Government ;  State  and  local  govern¬ 
ments  should  carry  their  full  share  of  responsibilities. 

Need  for  Public  Works 

In  recent  years,  public  works  have  accounted  for  about  one-third  of  total 
new  construction,  with  State  and  local  outlays  being  about  double  the  Fed¬ 
eral.  In  1953,  construction  for  State  and  local  government  account 
amounted  to  7.1  billion  dollars,  and  for  Federal  account  to  4.1  billion,  out  of 
a  total  expenditure  for  new  construction  of  34.8  billion  dollars.  The  backlog 
of  desirable  Federal,  State,  and  local  public  works  is  counted  in  tens  of 
billions  of  dollars.  Although  the  rate  of  public  construction  has  been 
rising  significantly  in  recent  years,  it  is  much  smaller  than  what  is  needed 
to  keep  abreast  of  the  growth  of  the  economy  and  to  eliminate  within,  say, 
the  next  decade  the  accumulated  need  for  extensions  or  improvements  of 
highways,  schools,  hospitals,  sewer  and  water  facilities,  parks,  forests,  and 
other  elements  of  the  public  estate. 

State  and  local  construction 

The  largest  current  requirement  for  predominantly  State  and  local  facili¬ 
ties  is  streets  and  roads.  It  has  been  estimated  that  an  annual  expenditure 
of  3.5  billion  dollars  would  be  required  for  ten  years  to  eliminate  the 
existing  backlog  for  Federally  aided  systems  and  another  1  to  2  billion 
dollars  for  other  roads  and  streets.  In  the  meantime,  many  roads  now 
adequate  would  need  to  be  improved  as  traffic  increased,  or  rebuilt  because 
of  normal  wear,  adding  over  1.5  billion  dollars  of  construction  annually, 
while  maintenance  costs  would  average  another  1.7  billion.  Thus,  the  total 
annual  expenditure  required  to  provide  an  adequate  road  system  within  a 
decade  is  apparently  over  8  billion  dollars,  which  compares  with  a  current 
outlay  of  about  5  billion. 

The  next  largest  State  and  local  backlog  is  for  schools.  It  has  been  esti¬ 
mated  that  approximately  10  million  pupils  now  have  inadequate  school 
facilities,  and  that  the  required  construction  of  public  and  private  elementary 
and  secondary  schools  to  erase  this  need  would  come  to  over  12  billion  dollars. 
Elementary  and  secondary  school  enrollments  over  the  next  four  years  will 
grow  about  1.5  million  a  year,  which,  together  with  normal  replacement  of 
obsolete  schools,  would  add  an  annual  constiuction  requirement  of  about 
3  billion  dollars.  A  total  annual  expenditure  of  about  5.5  billion  dollars 
would  therefore  be  necessary  to  meet  current  needs  and  to  eliminate  the 
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backlog  of  such  school  facilities  within  five  years.  Clearly,  the  needs  of 
education  cannot  long  be  deferred. 

The  backlog  for  college  and  university  construction  is  reported  to  be  in 
the  neighborhood  of  6  billion  dollars.  About  2J4  million  students  are  now 
enrolled  in  institutions  of  higher  education,  and  by  1960  the  number  may 
approximate  3  million.  If  the  construction  backlog  were  worked  off  over  a 
period  of  10  years,  and  the  additional  facilities  required  for  current  growth 
in  enrollment  were  put  in  place,  the  expenditure  would  average  about 
1  billion  dollars  per  year.  By  adding  this  figure  to  that  for  primary  and 
secondary  school  structures,  we  get  an  estimate  of  6^  billion  dollars  per 
year  for  school  construction,  which  compares  with  a  current  rate  of  about 

2.5  billion  dollars. 

Hospitals  are  another  large  potential  of  State  and  local  construction. 
The  State  hospital  plans  approved  under  the  Hospital  Survey  and  Con¬ 
struction  Act  indicate  a  need  for  over  500,000  hospital  beds,  of  1,500 
primary  health  units,  and  of  1,350  auxiliary  health  units.  To  adhere  to 
the  standards  set  up  under  this  Act  and  meet  the  backlog  of  hospital 
needs  in  the  next  ten  years,  it  would  be  necessary  to  spend  moie  than 

1.5  billion  dollars  a  year.  Currently,  about  0.6  billion  dollars  is  being  spent. 

The  accumulated  requirements  of  local  water  and  sewerage  facilities  are 

impressive.  To  eliminate  the  backlog  of  water  facilities  within  five  years, 
and  also  provide  for  current  growth  of  population,  annual  expenditures 
would  have  to  come  to  about  1.2  billion  dollars,  compared  with  a  current 
rate  of  0.5  billion.  Even  more  serious  is  the  shortage  of  sewers  and  indusj- 
trial  waste  facilities,  the  capacity  of  which  has  not  kept  pace  with  the  rapid 
urban  growth  of  the  last  decade.  To  meet  these  requirements  within  five 
years,  as  well  as  to  provide  for  current  growth,  annual  expenditures  of  1.8 
billion  dollars  are  necessary,  which  compares  with  a  current  rate  of  about 
0.6  billion.  The  needs  for  slum  clearance  and  urban  renewal,  discussed  in 
Chapter  7,  add  materially  to  the  potential  volume  of  local  construction 
activity. 

Federal  projects 

The  listing  just  made  of  construction  needs  in  States  and  localities  is  by 
no  means  exhaustive.  There  is,  moreover,  an  accumulated  need  for  Federal 
public  works.  For  several  years  now,  the  Federal  Government  has  held  back 
certain  construction  projects  authorized  by  the  Congress  for  the  Bureau  of 
Reclamation,  the  Corps  of  Engineers,  and  the  Public  Buildings  Service. 
Some  programs  of  the  Forest  Service,  National  Park  Service,  Soil  Con¬ 
servation  Service,  and  other  agencies  have  likewise  been  properly  held  in 
abeyance,  because  of  the  prior  claim  of  war  and  defense  requirements  on 
manpower,  materials,  and  public  funds. 

Current  action 

The  massive  accumulations  of  need  for  local.  State,  and  Federal  public 
works  are  attributable  to  the  growth  of  our  population,  its  migration,  the 
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rise  in  income  and  living  standards,  and  the  deferrals  of  construction  during 
World  War  II  and  the  Korean  war.  Some  of  the  shortages,  especially 
of  highways,  are  retarding  the  growth  and  interfering  with  the  efficient 
operation  of  the  economy.  Steps  must  be  taken  to  extend  and  strengthen 
the  Federally  aided  highway  system. 

A  part  of  the  Nation’s  highway  needs  can  be  met  by  the  States  without 
straining  their  budgets,  through  the  construction  of  toll  roads.  I’oll  roads 
have  come  to  be  widely  accepted.  So  far,  specific  plans  have  been  formu¬ 
lated  by  the  States  for  only  a  fraction  of  the  main  rural  highway  routes  that 
could  be  wholly  self-financing  toll  roads.  The  development  of  plans  for 
urban  toll  roads  has  proceeded  even  more  slowly.  The  Federal  Govern¬ 
ment  should  encourage  studies  of  the  economic  feasibility  of  toll  road 
projects,  together  with  engineering  surveys,  by  making  advances  available 
to  the  States  for  these  purposes.  It  seems  likely  that,  by  lifting  legal  im¬ 
pediments  to  immediate  possession  of  rights  of  way  and  by  pushing  engineer¬ 
ing  plans  even  before  projects  are  authorized,  it  would  become  feasible  for 
the  States  or  their  special  authorities  to  commence  a  considerable  volume  of 
construction  of  toll  roads  v/ithin  a  year. 

The  local.  State,  and  Federal  governments  should  turn  to  the  pressing 
tasks  of  eliminating,  step  by  step,  the  deficiencies  of  other  types  of  public 
works.  It  is  necessary  also  to  look  ahead,  and  to  be  prepared  to  step  up  the 
rate  of  public  construction,  if  business  conditions  make  this  advisable. 

Advance  Planning  of  Public  Works 

Federal  program 

The  Federal  Government  is  now  equipped  with  a  considerable  volume 
of  project  drawings  and  specifications.  For  some,  blueprints  are  ready; 
for  others,  the  work  is  organized  to  carry  planning  along  just  ahead  of 
construction.  The  Federal  Government  would  be  able  to  expand  its 
construction  rapidly  in  the  event  of  need.  To  a  degree,  this  could  be 
accomplished  without  new  legislation. 

For  some  years  the  Bureau  of  the  Budget  has  assembled  annually  the  pro¬ 
posed  six-year  construction  programs  of  all  Federal  agencies.  In  the  spring 
of  1953,  work  was  started  to  improve  and  organize*  this  information  so 
that  a  continuous  inventory  of  plans  would  be  available.  Systematic  in¬ 
formation  is  required  to  reveal  bottlenecks  and  to  speed  the  initiation  of 
useful  projects.  Hence  the  proposed  projects  are  being  sifted  and  classi¬ 
fied  according  to  their  size,  type,  location,  status  of  plans,  urgency,  and 
other  practical  criteria.  Many  small  Federal  projects,  including  renova¬ 
tion  and  repair  of  existing  facilities,  can  be  started  upon  short  notice  or 
terminated  promptly. 

There  remains  the  large  task  of  evolving  truly  integrated  long-term 
programs  of  major  Federal  works  in  the  fields  of  water  and  soil  conserva¬ 
tion,  to  which  effort  will  be  devoted  during  the  present  year. 
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State  and  local  programs 

It  is  easier  to  plan,  organize,  and  coordinate  Federal  public  works,  and 
to  harmonize  them  with  economic  requirements,  than  to  bring  to  readi¬ 
ness  the  programs  of  thousands  of  State  and  local  governments.  Yet  al¬ 
most  two-thirds  of  total  public  construction  is  for  local  account.  While 
it  is  highly  important  that  the  planning,  scheduling,  and  financing  of  local 
facilities  remain  the  business  of  the  States  and  municipalities,  the  Federal 
Government  should  be  prepared,  in  case  of  serious  need,  to  help  the  State 
and  local  governments  work  out  their  problems. 

The  Federal  Government  must  cooperate  with  State  and  local  govern¬ 
ments.  To  assist  localities  in  building  an  inventory  of  drawings  and  speci¬ 
fications  for  high  priority  projects,  it  would  be  desirable  to  make  interest- 
free  loans  for  this  purpose. 

In  general.  State  and  local  governments  now  have  the  financial  means 
to  implement  a  significant  expansion  of  public  works.  However,  it  is  only 
realistic  to  recognize  that,  in  the  event  of  serious  unemployment,  their  cir¬ 
cumstances  might  make  it  difficult  to  continue  a  high  rate  of  public  con¬ 
struction.  In  such  a  case  Federal  financial  assistance  would  be  necessary. 

Community  Action  To  Regularize  Employment 

The  emphasis  placed  on  public  works  in  this  chapter  must  not  be  inter¬ 
preted  to  mean  that  they  constitute  the  sole  contribution  that  States  and 
localities  can  usefully  make  to  economic  stability.  Communities  threatened 
with  unemployment  as  a  consequence  of  the  decline  of  particular  industries, 
have  in  recent  years  taken  active  steps  to  regularize  local  employment. 
Indeed,  civic  groups  in  whole  regions  are  attempting  to  overcome  structural 
unemployment  by  a  reorientation  of  their  industry.  With  confidence  in 
the  determination  and  ability  of  the  Federal  Government  to  moderate 
fluctuations,  some  local  civic  groups  have  marshalled  the  economic  knowl¬ 
edge  at  hand  and,  in  an  atmosphere  of  cooperative  self-help  and  community 
pride,  have  contributed  to  the  development  of  their  communities.  Such 
civic  programs  usually  aim  at  broadening  and  diversifying  a  community’s 
industrial  base,  and  seek  to  reveal  latent  resources.  For  the  individual 
community  program,  the  essential  needs  are  local  leadership  and  technical 
skill.  Some  labor  unions  and  business  associations  have  established  pro¬ 
grams  for  organizing  and  assisting  community  groups  to  study  and  solve 
their  local  employment  problems.  The  Federal  Government  can  facilitate 
the  process  through  provision  of  economic  information  and  counsel ;  but  the 
drive  and  leadership  must  necessarily  come  from  the  local  community 
itself. 

In  a  dynamically  evolving  economy,  there  is  no  end  to  the  prcxress  of  self¬ 
improving  adaptation  by  the  community — and  the  individual  and  the  firm 
as  well — to  the  changing  forces  of  economic  growth. 


Chapter  11 

Economic  Relations  with  Other  Countries 


The  broad  economic  advance  of  the  nations  of  the  free 

world  during  1953,  to  which  we  have  referred  previously,  is  hearten¬ 
ing  evidence  of  the  effective  use  made  of  the  aid  given  by  the  United  States 
to  postwar  reconstruction  and  development.  Increasingly,  foreign  countries 
are  resuming  domestic  policies  aimed  at  maintaining  budgetary  balance 
and  stable  prices.  United  States  aid  was  intended  to  help,  and  has  helped, 
these  countries  bridge  the  difficulties  and  reduce  the  burdens  of  postwar 
economic  readjustment.  It  could  not,  of  course,  serve  as  a  substitute  for 
financial  measures  needed  to  achieve  internal  balance. 

Progress  Toward  a  Free  World  Economy 

The  vitality  of  free  institutions  has  enabled  them  to  survive  the  strain 
of  two  world  wars  and  a  world  depression  of  great  magnitude.  In  spite  of 
the  growth  of  economic  controls  arising  from  these  events,  the  trading 
system  of  the  free  world  is  still  mainly  one  in  which  transactions  are  con¬ 
ducted  by  private  enterprises  rather  than  by  governments.  The  inter¬ 
ference  of  the  State  with  competitive  market  forces  has  receded  from  its 
war-time  peak.  Economic  reconstruction  and  the  recovery  of  production 
have  in  most  countries  been  accompanied  by  a  relaxation  or  removal  of 
price  controls,  rationing,  state  buying,  and  trade  and  exchange  restrictions. 
In  spite  of  new  strains  and  temporary  setbacks  associated  with  the  Korean 
war,  notable  progress  has  been  made  since  1950  in  returning  to  freer 
economic  processes.  But  much  remains  to  be  done  before  an  enduring  bal¬ 
ance  of  international  transactions  in  goods  and  currencies  is  re-established. 

There  b  a  general  recognition,  here  and  abroad,  of  the  need  for  a  freer 
system  of  trade  and  payments.  It  is  a  responsibility  of  governments  to 
create  and  maintain  the  circumstances  in  which  private  traders  can  conduct 
their  transactions  with  the  fewest  impediments  from  exchange  controls  or 
trade  restrictions.  Sustained  prosperity  in  an  interdependent  world  is  a 
task  of  all  free  nations,  working  together. 

The  progress  already  made  toward  liberalization  of  international  trade 
and  payments  should  be  continued  by  vigorous  efforts  to  reduce  the  remain¬ 
ing  barriers  that  stand  in  the  way.  Among  these  impediments  are  the  un¬ 
certainties  arising  from  the  sensitivity  of  other  economic  areas  to  fluctuations 
of  the  United  States  economy.  The  program  of  action  outlined  in  this 
Report  to  strengthen  the  forces  of  economic  growth  and  resistance  to  defla¬ 
tion,  combined  with  the  determination  of  the  Federal  Government  to  employ 
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all  of  its  powers  to  prevent  severe  slumps  in  the  future,  should  be  as  reassur¬ 
ing  to  the  peoples  of  other  countries  as  it  is  to  the  people  of  the  United 
States.  In  common  with  other  countries,  the  United  States  is  determined 
to  continue  its  efforts  to  attain  the  common  objective — a  steadily  expanding 
world  economy. 


Domestic  Economic  Stability 

A  policy  to  promote  economic  growth  and  stability  cannot  be  limited 
to  our  domestic  affairs,  but  must,  of  necessity,  extend  to  our  relations 
with  other  nations.  One  of  the  basic  lessons  of  history  is  the  interde¬ 
pendence  between  prosperity  at  home  and  prosperity  abroad;  between 
depression  at  home  and  depression  abroad.  This  close  link  might  con¬ 
ceivably  be  broken  by  the  adoption  of  nationalistic  measures,  tending  to 
isolate  individual  nations  and  areas  from  outside  fluctuations.  The  objec¬ 
tions  to  such  policies  are,  however,  overwhelming.  The  sacrifices  in 
economic  efficiency  and  living  standards  which  they  involve  have  long 
been  emphasized  and  need  not  be  restated.  The  rigid  controls  necessary 
to  keep  such  an  economy  in  balance  would  be  intolerable.  Equally  im¬ 
portant,  economic  isolation  is  no  guarantee  of  internal  stability.  The 
severity  of  the  depression  of  the  thirties  was  aggravated  by  the  national¬ 
istic  character  of  the  programs  devised  to  combat  it,  as  “beggar-my-neigh- 
bor”  policies  spread  currency  depreciation,  tariff  increases,  impKjrt  restric¬ 
tions,  and  exchange  controls  from  country  to  country.  Flexible  trade 
and  capital  movements,  supplemented  by  cooperative  policies  between 
governments  and  central  banks,  are  far  more  likely  to  help  stabilize  national 
economies,  to  cushion  the  impact  of  domestic  disturbances,  and  to  prevent 
their  spreading  to  the  world  at  large. 

The  system  toward  which  we  must  work  is  one  which  will  provide 
increasing  opp>ortunities  for  mutually  advantageous  trade  among  the  free 
nations,  and  which  can  operate  without  the  repeated  extension  of  grants- 
of-aid  from  any  nation.  There  is  no  single  measure  by  the  United  States 
or  any  other  nation  which  can  bring  such  a  system  into  being.  Its  achieve¬ 
ment  will  call  for  a  variety  of  measures  on  the  part  of  all  nations.  The 
principal  contribution  that  the  United  States  can  make  to  the  achievement 
of  an  efficient  system  of  international  trade  and  payments  is  to  maintain 
a  vigorous,  healthy,  and  expanding  economy. 

Reduction  of  International  Barriers 

This,  however,  is  not  enough.  World  trade  has  been  conducted  in  years 
past  under  the  constant  threat  of  the  erection  of  new  trade  barriers  by  all 
of  the  major  importing  countries.  In  the  case  of  the  United  States,  as  our 
foreign  trade  policy  has  been  debated  from  year  to  year,  other  nations  have 
come  to  entertain  doubts  concerning  its  continuity.  Although  we  have  in 
fact  carried  out  vigorous  tariff-reducing  programs  in  recent  years,  we  have 
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»indertakcn  these  measures  in  an  atmosphere  of  constant  uncertainty.  Our 
trade  policy  and  customs  administration  should  provide  a  sense  of  con¬ 
tinuity,  stability,  and  forward  movement  to  the  rest  of  the  world. 

These  policies  of  the  United  States  should  facilitate,  and  be  accompanied 
by,  similar  measures  by  other  nations  to  reduce  governmental  interference 
with  the  free  movement  of  goods  and  capital.  In  such  a  program  high  prior¬ 
ity  should  be  given  to  the  elimination  of  bilateral  and  discriminatory  trade 
and  exchange  techniques  which  strike  at  the  very  core  of  international  com¬ 
petition  and  currency  convertibility.  This  should  lay  the  basis  for  further  and 
continuing  advances  toward  the  general  reduction  of  trade  restrictions, 
as  agreed  to  and  already  begun  under  existing  international  agreements. 
At  the  same  time,  barriers  to  the  movement  of  private  capital  should  be 
removed,  so  that  it  may  play  a  fuller  role  in  developing  new  sources  of 
materials,  creating  new  productive  facilities,  and  contributing  to  an  increase 
in  standards  of  living  throughout  the  free  world. 

The  Administration  is  now  intensively  engaged  in  assessing  the  findings 
and  recommendations  of  the  newly  completed  rep)ort  of  the  Commission  on 
Foreign  Economic  Policy.  On  the  basis  of  this  study  a  comprehensive 
program  will  be  presented  to  the  Congress  for  action. 
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Chapter  12 

Dealing  with  Economic  Instability 

The  preceding  chapters  have  outlined  a  program  of  action 
to  stimulate  the  expansive  forces  of  individual  enterprise,  and  at  the 
same  time  to  strengthen  the  ability  of  the  economy  to  check  either  reces¬ 
sionary  or  inflationary’  trends.  'Phe  program  calls  for  action  not  only  by  the 
Federal  Government,  but  also  by  State  and  local  governments.  Business 
fimis  and  financial  institutions  have  important  roles  to  play  in  the  mainte¬ 
nance  of  prosperity,  and  so  do  workers  and  consumers.  If  consumers  should 
sustain  an  even  rate  of  spending,  if  businessmen  should  rcsjxmd  to  changes 
in  sales  by  varying  the  effort  put  into  selling  rather  than  investment  outlays, 
if  financial  institutions  should  use  uniform  credit  standards  whether  business 
is  booming  or  slackening,  then  the  tasks  facing  the  Federal  Government 
will,  indeed,  be  greatly  lightened.  But  what  private  economic  groups  do  is 
not  independent  of  the  directions  taken  by  public  policy.  By  honoring  the 
Employment  Act  and  by  demonstrating  full  determination  to  act  as  circum¬ 
stances  require,  the  Government  can  create  a  climate  of  economic  opinion 
that  will  foster  stabilizing  activities  by  private  groups  and  thus  ease  the 
burden  that  the  Federal  Government  itself  need  assume. 

This  Economic  Report  to  the  Congress,  the  first  one  submitted  by  this 
Administration,  began  by  outlining  general  principles  of  governmental  ac¬ 
tion,  and  then  developed  a  concrete  program  to  foster  an  expanding  econ- 
:  omy,  free  from  the  ravages  of  both  deflation  and  inflation.  Other  reports 
I  will  continue  the  work  here  begun.  It  is  a  duty  of  the  Administration  to 
inform  the  Congress  and  the  people  as  clearly  as  it  can  of  the  major  policies 
I  it  aims  to  pursue.  Economic  life  is,  by  the  nature  of  things,  surrounded  by 
uncertainties,  and  not  the  least  of  these  in  the  past  has  been  the  course  of 

i  governmental  policy  itself.  A  government  that  wavers  in  its  policy  or  is 
excessively  reticent  about  it  can,  at  times,  be  as  injurious  to  business  and 
consumer  confidence  as  a  government  that  pursues  punitive  measures.  It 
I  is  desirable,  therefore,  before  closing  this  Report,  to  answer  as  far  as  we  prop- 
j  erly  can  at  this  time  some  of  the  questions  about  business  fluctuations  that 
•  are  in  the  minds  of  many  citizens. 

I 


Need  for  Constant  Vigilance  and  Flexibility 

In  discussions  of  the  relation  of  public  policy  to  the  business  cycle,  this 
question  is  commonly  raised:  At  what  point  should  or  will  the  Federal 
Government  act  in  the  interest  of  checking  depression  or  inflation?  The 
thought  seems  to  be  that  the  Government  can  stand  aloof  until  some  price 
index  or  unemployment  figure  reaches  this  or  that  magnitude. 
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Need  for  Constant  Vigilance  and  Flexibility 

In  discussions  of  the  relation  of  public  policy  to  the  business  cycle,  this 
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Ill 


This  is  not  a  realistic  concept  of  public  policy.  It  overlooks  the  need  for 
constant  vipfilance  and  preventive  action,  day  by  day  and  week  by  week. 

The  decisions  currently  made  by  Government,  whether  in  the  sphere 
of  taxes  or  housing  or  defense  or  agriculture  or  bank  credit  or  any  other 


major  area,  inevitably  have  implications  for  economic  growth  and  sta¬ 
bility,  if  not  immediately,  then  in  a  later  day.  The  new  concept  that  is 
emerging  in  the  practical  art  of  government,  as  Chapter  3  may  already 
have  suggested,  is  to  subject  every  act  of  proposed  legislation  or  adminis¬ 
trative  decision,  as  far  as  that  is  humanly  possible,  to  review  from  the 
standpoint  of  the  contribution  it  is  likely  to  make,  whether  in  the  immediate 
or  a  more  distant  future,  to  the  attainment  of  an  expanding  economy  with 
maximum  employment  and  without  price  inflation.  That  was  the  basic 
intent  of  the  Employment  Act  of  1946,  and  it  is  a  guiding  principle  of  this 
Administration.  If  our  economy  is  to  have  a  good  chance  of  staying 
firmly  on  the  road  that  separates  inflation  from  recession,  the  Government 
must  be  alert  and  sensitive  to  every  economic  development,  including  its 
own  myriad  activities;  it  must  be  prepared  to  take  preventive  as  well  as 
remedial  action;  and  it  must  put  itself  in  a  state  of  readiness  to  cope  with 
new  situations  that  may  arise. 

This  Report  has  sought  to  convey  these  basic  principles,  both  in  its 
review  of  the  directions  taken  by  governmental  policy  during  the  past  year 
and  in  the  new  program  of  action  that  is  being  recommended.  But  the 
question  may  be  asked :  Is  the  proposed  program  sufficient  to  insure  stable 
prosperity?  Does  it  deal  adequately  with  the  economic  conditions  that  are 
currently  emerging?  Or,  may  it  not  go  too  far  and  unleash  new  inflationary 
forces?  To  these  questions,  no  answer  can  be  both  short  and  honest. 

The  recommended  program  is  sound.  It  is  designed  to  meet  the  needs 
of  the  current  situation,  to  strengthen  the  basic  expansive  forces  of  individ¬ 
ual  enterprise,  and  to  protect  economic  stability. 

But  no  one,  however  learned  or  wise,  can  predict  with  certainty  the  pre¬ 
cise  strength  or  influence  of  a  particular  governmental  program.  Further, 
apart  from  what  the  Government  does,  economic  life  continually  turns  up 
new  problems  and  opportunities,  as  fresh  developments  occur  in  one  or 
another  part  of  the  domestic  front  or  the  international  field.  The  Govern¬ 
ment  must  be  ready  to  deal  with  numerous  contingencies,  and  beware  of 
tying  the  fate  of  the  Nation  to  a  rigid  economic  program  based  on  a  cate¬ 
gorical  forecast. 

Instrumentalities  of  Policy 

In  recognition  of  the  fallibility  of  economic  forecasts,  this  Report  has 
recommended  several  measures  that  will  automatically  tend  to  strengthen 
the  ability  of  the  economy  to  resist  either  recessionary  or  inflationary  trends. 
But  automatic  stabilizers  cannot  be  counted  on  to  do  more  than  restrain 
either  an  upward  or  a  downward  tendency  of  the  economy.  In  view  of 
their  limitations,  and  because  of  the  imp>ossibility  of  being  entirely  sure  in 
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I  advance  of  the  precise  effect  of  any  governmental  program,  the  Govern¬ 
ment  will  pursue  flexible  policies  in  the  future  as  it  has  in  the  past  year — 
that  is,  policies  that  can  be  readily  supplemented  if  they  prove  inadequate, 
or  quickly  modified  if  they  carry  the  economy  to  the  threshold  of  price 
inflation. 

The  arsenal  of  weapons  at  the  disposal  of  Government  is  very  formidable. 
It  includes  credit  controls  administered  by  the  Federal  Reserve  System, 
debt  management  techniques  of  the  Treasury,  and  the  authority  of  the 
President  to  vary  the  terms  of  mortgages  carrying  Federal  insurance,  apart 
from  the  wide  extension  of  that  authority  recommended  in  this  Report.  It 
includes  the  administration  of  the  budget,  which  permits  more  flexibility 
than  is  commonly  appreciated,  quite  apart  from  new  legislation  or  new 
appropriations  by  the  Congress.  It  includes  also  other  areas  of  action,  such 
as  taxation,  public  works,  accelerated  depreciation  for  defense  plants,  and 
the  newly  recommended  agricultural  supports.  And  if  the  powers  ]x>ssesscd 
by  the  Executive  should  need  to  be  increased  to  cope  with  some  new  eco¬ 
nomic  development,  the  Administration  will  promptly  seek  from  the  Con¬ 
gress  the  additional  authority  that  it  requires. 

Actions  in  Case  of  Need 

Since  economic  troubles  have  different  causes  and  often  require  different 
"  treatment,  no  detailed  blueprint  of  specific  actions  can  be  responsibly  laid 
^  down  in  advance  of  the  event.  There  are,  however,  certain  broad  prin- 

I  ciples  that  will  guide  this  Administration  in  dealing  with  the  possible  threat 

of  a  depression.  These  should  be  made  clear. 

The  first  and  foremost  principle  is  to  take  preventive  action,  as  was  done 
during  the  past  year  and  as  is  further  recommended  in  this  Report.  The 
second  principle  is  to  avoid  a  doctrinaire  position,  work  simultaneously  on 
several  fronts,  and  make  sure  that  the  actions  being  taken  harmonize  and 
reinforce  one  another.  The  third  basic  principle  is  to  pursue  measures  that 
will  foster  the  expansion  of  private  activity,  by  stimulating  consumers  to 
spend  more  money  and  businessmen  to  create  more  jobs,  so  that  the  economy 
may  resume  its  growth  with  new  strength.  The  fourth  principle  is  to  act 
?  promptly  and  vigorously  if  economic  conditions  require  it  The  Government 
will  not  hestitate  to  make  greater  use  of  monetary,  debt  management,  and 
:  credit  policy,  including  liberalized  use  of  Federal  insurance  of  private 

obligations,  or  to  modify  the  tax  structure,  or  to  reduce  taxes,  or  to  expand 
on  a  large  scale  the  construction  of  useful  public  works,  or  to  take  any  other 
steps  that  may  be  necessary.  The  Government  must  and  will  be  ready  to 
deal  with  any  contingencies  that  may  arise.  An  essential  part  of  this  pre¬ 
paredness  under  present  circumstances  is  a  higher  Federal  debt  limit,  which 
is  already  necessary  for  the  efficient  conduct  of  the  Government’s  current 
operations. 

The  need  for  constant  vigilance  and  preparedness  by  Government  docs 
not,  however,  justify  constant  stirring  or  meddling.  Minor  variations  in 
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activity  are  bound  to  occur  in  a  free  economy,  or  for  that  matter  in  any 
type  of  economy.  The  arsenal  of  stabilizing  weapons  will  be  drawn  upon  by 
the  Government  boldly,  but  not  more  frequently  than  is  required  to  help 
maintain  reasonable  stability.  Nor  will  flexible  policies  aiming  to  minimize 
economic  fluctuations  be  permitted  to  interfere  any  more  than  is  necrssaiy 
with  the  fiscal  objective  of  bringing  down  the  scale  of  Federal  expenditures, 
reducing  taxes,  and  arriving  at  a  budgetary  balance. 

The  Basis  for  Progress 

The  Government  can  greatly  help  to  maintain  prosperity.  But  it  is  well 
to  recall  the  accumulated  experience  of  generations  which  has  taught  us  that 
no  Government  can  of  itself  create  real  and  lasting  prosperity.  A  thriving 
economy  depends  fundamentally  on  the  enterprise  of  millions  of  individuals, 
acting  in  their  own  interests  and  in  the  interests  of  their  families  and  com¬ 
munities.  The  American  people  are  highly  skilled,  imaginative,  enterpris¬ 
ing,  and  forward-looking.  The  best  service  that  the  Government  can  render 
to  our  economy,  besides  helping  to  maintain  stability  and  insuring  a  floor  of 
protection  for  the  population,  is  therefore  to  create  an  environment  in  which 
men  are  eager  to  make  new  jobs,  to  acquire  new  tools  of  production,  to  im¬ 
prove  or  scrap  the  old  ones,  design  new  products  and  develop  new  markets, 
increase  efficiency  all  around,  and  thus  be  able  and  willing  to  pay  higher 
wages  and  provide  better  working  conditions.  The  Federal  Government  is 
fostering  and  will  continue  to  foster  this  kind  of  environment. 

Our  economy  today  is  highly  prosperous,  and  enjoys  great  basic  strength, 
as  Part  II  of  this  Report  has  indicated.  The  minor  readjustment  under  way 
since  mid- 1953  is  likely  soon  to  come  to  a  close,  especially  if  the  recommenda¬ 
tions  of  the  Administration  are  adopted.  These  recommendations,  like  the 
analysis  of  the  current  situation  on  which  they  arc  based,  envision  a  sus¬ 
tained  improvement  in  American  living  standards  and  a  broadly  expanding 
economy.  There  is  every  reason  for  confidence  that  our  system  of  in¬ 
dividual  enterprise,  which  is  one  of  the  wonders  of  the  world,  will  long 
continue  to  be  a  producer  of  ever-increasing  wealth  and  widely  difTused 
well-being. 
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